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Assessment Of The 
Impact Aid Program 

Office of Education 

Department of He~kh, Edticziion, anti Welfare 

This report contirns several reconmendatrons 
to insure that Federal impact payments to 
locai educatlonai ayencleb dre equitable. 

The report oescr .bes the effect on local educe- 
tional agenctes of teachmg chridren whose 
parents are connected with the Federal 
Government. An tina!ys of data available for 
1,671 local agencres showed that without 
impact atd entitlemellrs 48 percent wnuid 
need property t&x Increases of less than 5 Jet- 
cent and 18 percent wou!d need u-creases of 5 
to 16 percent. At the upper extreme, 15 per- 
cent of the io~~i dqenc es would need pro- 
perty tax rncredses of 25 percent or lnort’. 
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COMPTAOLLER GENERAL OF THE Uh’TED STATES 

WASNINGTO)‘. C.t. W 

B-164031(1) 

The Honorable Carl D. Perkins 
Chairman, Committee on Education 

and Labor 
House of Representatives 

Dear Mr. Chairman: 

This report assesses the impact aid program authorized 
by Public Law 81-874, as amended, and administered by the 
Office of Education, Department of Health, Education, and 
Welfare. The report is in response to your request of 
January 28, 1974, and the requests of 13 members of your 
committee and 2 other Congressmen. 

The report contains several recommendations to help 
insure that Federal impact aid payments tc local educational 
agencies are equitable. It also presents the results of 
various analyses we made to determine (1) the economic im- 
pact of federally connected children on local educational 
agencies if all or part of their impact aid entitlements 
were withdrawn and (2) the effect various changes in eli- 
gibility and papents provisions would have on the program. . 

Copies of this report ate being sent to each of the 
other requesters who are still Members of the Congress; 
to the Subcommittee on Elementary, Secondary, and Voca- 
tional Education: to the Director, Office of Management 
and Budget; and to the Secretary of Health, Education, and 
Welfare. 

Comptroller Genearl 
of the United States 
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COMPTROLLER GENERAL'S 
REPORT TO THE CHAIRMAN 
HOUSE COMMITTEE ON EDUCATION 

AND LABOR 

ASSESSMENT OF THE IMPACT 
AID PROGRAM 

Office of Education 
Department of Health, 

Education, and We1fa.e 

DIGEST -----e 
One purpose of the School Assistance in 
Federally Affected Areas program--known 
as the impact aid proiram--is to reduce 
fiscal inequities caused by 

--the presence of tax-exempt Federal lands 
and 

--the burden on local educational agencies 
of providing suitable free public educa- 
tion to children whose parents are con- 
nected to the Federal Government. 

Ninety-three of 100 local agencies reviewed 
claimed either more of less than the num- 
ber of federaliy connecteo pupils they 
should have. In total, they overclaimed 
a net of $578,224-- slightly less than i per- 
cent of total assistance claimed. 

At the time of GAO's fieldwork, the Office 
of Education had identified a net of . 
$336,091 in overclaims and had adjusted 
the claims. Local agencies thus were 
overpaid a-net total of $212,133. (See 
p. 7.) These findings apply only to 
the local agencies studied and should 
not be used to draw overall conclusions 
about the program. 

Office of Education regulations and in- 
structions for determining eligibility 
need to be clarified and better enforced. 

The legislative history of the impact aid 
law suggests that eligibility rests on a 
dependency relationship between a child and 
a uniformed services parent. The Office 
of Education, nowever, does not require 

J&@j& Upon r&oval. the report 
cover date should k noted hereon. 
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local educational agencies to determine 
this relationship. (See pp. 8, 11, and 12.) 

NG: has the Off ice of Edccatix defined 
adequately the requireme,its a parent must 
meet to be considered “employed on Federal 
property.” It accepts claims for pupils 
whose parents temporarily work on Federal 
property regardless of where the parents 
are employed. In some local agencies this 
resulted in being reim5ursed for pupils 
whose parents lived on and were employed 
by firms located on prirrte property. 
(See p. 8.) 

The Office of Education also does not re- 
quire sufficient information on childrer, 
having civilian parents to accurately 
determine their eligibility. (See pp. 11 
and 12.) 

The l&w provides that Federal payment 
rates can be established using local 
agencies which are generally comparable 
to the applicant. Office of Education 
instructions contain criteria for select- 
ing comparable local agencies, such as 
legal classif ication, total number of 
pupils, and cost per pupil An average 
daily attendance. However c the Office 
has not established ranges for each 
triter ion to assist State and local 
educational agencies in determining 
comparabj 1 ity nor specified what weight 
should be given to the various triter ia 
items. Both of these factors are 
needed for comparaDle local agencies 
to be treated on a consistent basis, 
(See pp. 27 asd 31.) 

Office of Education procedures for ap- 
proving payment rates derived using 
comparable local agencies are not car.- 
sistent with its instructions for se- 
lecting such .agen:ies. (See p. 33.) 

The Secretary of Health, Education, an? %el- 
fare should direct tne Office of Education 
to: 

:__ 
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--Clarify requirements a parent must meet 
to oe ccnsidered employed on Federal pro- 
perty so that payments to local agencies 
will better relate to the property tax- 
exempt status. (See pp. 22 and 23.) 

--Require -adequate documentation from local 
agencies to determine whether a child with 
a civilian psreni employed or working on 
Federal property tsides with that fed- 
erally connected parent. (See p. 23.) 

--Require adequate documentation from local 
agencies to determine whether a child is 
a dependent of a uniformed services parent. 
(See p. 23.) 

--Specify in instructions for State and 
local educational agencies the weight that 
should be given to the published criteria 
items, and establish ranges for each cri- 
terion to assist in compiling the data 
necessary for selecting comparable local 
educational agencies. (See p. 39.) 

--Develop procedures for approving Federal 
payment rates based on comparable local 
agencies which are consistent with its 
instructions. (See p. 39.) 

-Require applicants to use as cornparables 
only those local agencies that do not 
receive impact aid or determine an alter- 
native procedure to remove the influence 
of federally connected children from per- 
pupil cost calculations. (See p. 40.) 
For related recommendations see pages 22 
and 39. 

GAO conducted additional analyses of fis- 
cal year 1973 data availaole for 1,671 local 
agencies to develop information on the 
economic impact of federally connected 
children and found tnat without impact 
aid entitlements: 

--Forty-eight percent of the 1,671 local 
agencies would need local property tax 
increases of less tnan 5 percent and an 
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adtiitional 18 percent would need tax in- 
creases of 5 to 10 percent. At the upper 
extreme , 15 percent of the local agencies 
wo’sr;d need tax increases of 25 percent or 
more. (See p. 44.) 

--An increase of less than $25 in local pro- 
perty taxes on a home with a market value 
of 540,000 would result for 48 percent of 
the local agencies, and an increase of 
$25 to $50 would result for 25 percent of 
the agencies. At the upper extreme, an 
increase of $100 or more WOUld result for 
15 percent of the local agencies. (See 
p. 47.) 

GAO also applied alternative eligibility 
and payment provisions to the program and 
found that total impact aid entitlements 
could have been reduced between $68 mil- 
lion and $351 trillion, using fiscal year 
1973 as a basis. (See ?. 49.) 

HEW concurred with most GAO recommendations, 
and HEW's planned actions are responsive 
to the recommendations e However, HEW had 
a different view about obtaining informa- 
tion to determine wnether a child is a 
dependent of a uniformed services parent 
in order to be eligible for the program. 
Also, HEW believed that its procedures 
for approving Federal payment rates using 
comparable local agencies was consistent 
with its instructions for selecting such 
agencies. GAO disagreed with both views. 

HEW said tnat some of the procedures and 
conditions in effect during tne GAO re- 
view of Public Law 81-874 in fiscal year 
1973 are no longer the same due to the 
complex changes made by Public Law 93-380 
which was approved August 21, 1974, and 
became effective in fiscal year 1976. GAO 
pointed out it believes the discussions on 
the Off ice of Education* s procedures for 
determining eliqiblity and its instructions 
and procedures for determining payment rates 
are still pertinent to the program. 

I 
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ChAPTM 1 ----- 

INTRODUCTION ----- ---- 

At the request of 14 members of the House committee on 
Education and Labor and 2 other Congressmen, we reviewed 
certain aspects of the School Assistance in Federally Elf- 
fected Areas (SAFA) program authorized by Public Law 81-874, 
approved September 30, 1550, as amended (20 U.S.C. 236). 
This program, known as the impact aid programr is adminis- 
tered by the Office ot Education (DE!, Department of Health, 
Education, and WelLare (HEW). Title I of this law author- 
izes financial assistance for maintaining and operating 
local educational agencies (LEAS) in which enrollments are 
affected by Federal activities. 

In accordance with tne requests and later agreements 
with tne requesters, we reviewed (I) the validity of clair:ls 
for Federal funds, (2) the economic impact of federally 
connected children on LEAS-, (3) the SAFA payment fates COX- 
pared to local educational costs, (4) the impact on the 
applicant LEA of reducing SAFA payments to elimi!*ate claims 
for parents working on Federal properties located outside 
the LEA, and (51 the impact of one State's equalization pro- 
gram on SAFA recipie:lts. In addition, we reviewed the ade- 
quacy of OE's regulations and instructions for determining 
eligibility and payment rates. 

We limited our review to LEAS receiving assistance unde: 
title I, sections 2, 3(a), and 3:b) of Public Law 81-874, 
for fiscal year 1973. The Education Amendments of 1974, 
dated August 21, 1974, changed these sections effective 
in fiscal year 1976, which can increase or decrease Federal 
payments to LEAS. Although our report deals with LEAS 
which received assistance in fiscal year 1973, our dis- 
cussions on OE procedures frjr determining eligibility and 
instructions and procedures for determinin; payment rates 
are still per ticent. 

PWOVISIONS OF SECTION 3 -- 
OF PUBLIC LAW 81-874-- ------e 

One purpose of Public Law 81-874 is to minimize the 
fiscal inequities caused by both the presence of tax-exempt 
Federal lands and the burden of providing suitable free 
public education tra federally connected children. Under 
title I, section 3, of Public Law 81-874, as amended 
(20 U.S.C. 238), LEAS are to be compensated for the cost of 
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educating children *no whiit attending such schools (11 
resided on tax-exeapt Federal property with a parent em- 
ployed on Fedf:ral property or had a parent who was on act- 
ive duty in the uniformed services--section 3(a)--or (2) 
were not included in section ?!a) and eitner resided on 
Federal property or resided with a parent employed on Fede- 
ral property or (3) had a parent who was on active duty :'n 
the uniformed services--section 3( t?) . 

An LEA may be eligible for compensation if it provides 
free public education to 400 or more federally connected 
children, as defined abov;, in average daily attendance 
( ADA) . An LEA may still be eligible if it provided such 
education to at least 10 federally connected children in 
ADA and tney repr -sel,ted 3 percent or more of the total chil- 
dren in ADA. The LEA is reimbursed Zor these students under 
a formula prescribed in the legislation: the number of chil- 
dren in ADA as defined in section 3 ( a) is added to one-half 
of the children in ADA as defined in section 3(b); the 
resulting sum is multiplied by a local contribution rate. ! Ch. 
3 discuss.-s minimum rates and local contribution rates.) 

The legislation does not specify the uses that can be 
made of such funds. Most LEAS deposit the Feaaral funds in 
their general operating expense accounts with all other 
available funds. The combined accounts are used to finance 
tht LEAS’ total school programs. The program is not de- 
signed to produce specific educational outcomes of school 
children. The legislation also provides that impact aid 
funds cannot be used to supplant State funds. 

~OGRAM ADMINISTRATION -- 

OE’s SAFA division administers kublic Law 81-874. The 
dlwision develops policies and procedures for carrying out 
the law and distributes bulletins, -- ins tr uc Cons, and appl ica- 
tion forms to LEAS through State educational agencies (SEAS). 
LEAS send applications through their SEAS to the division for 
review and approval. Payments, however, are made direc’ly 
Lo LEAS. 

Tlie division performs most activities from Washington, t 
D.C. Field representatives in the 10 HEN regional offices : 
make i-eviews at the LEA level, such as verifying data sup- i 
porting LEAS' claims by investigating eligibility~ of property 
and children, and advise LEAS on records to be maintained to i. 
support their claims. 
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Division criteria state that OE field representatives 
shzlld review each LS:. receivin, sections 3(a) and 3 (b) im- 
pact aid funds at least once every 3 years. Criteria for 
selectinc LEAS for field reviews are set by division head- 
quarters; although regional commissioners of education are 
fre? to develop other criteria. According to divisiort cri- 
teria, field reprtsentatives, in selecting LEAS for review, 
are to consider (1) LEAS which have not received a field sur- 
vey in the last 3 years, (2) new applicants or applicants 
reapplying after a lapse in participation, (3) LEAS for 
which there are indications of ineligibility, and (4) LEAS 
which are marginal qualifiers under the 3-percent federally 
connected pupil requirement. 

PROGRAM FUNDING 

Payments under sections 3(a) and 3(b) have increased 
from $25 million in fiscal year 1951 to $548.7 million in 
fiscal year 1975. The following table shows statistics on 
the program’s growth. 

section 3(a) Section 3(b) 
Fiscal children children 

year -- in ADZA in ADA 

1951 50,701 385,754 

1:‘,56 107,910 834,006 

l%l 231,275 3; 351,769 

1966 319,374 1,777,515 

1971 384,380 2,062,584 

1974 354,507 1,679,579 

197s 342,343 1,607,484 

Sections Sections 
3(a) and 3(b) 3(a) and 3(b) 

payments to entitlements if 
LEAS fully funded 

(millions) 

$ 25.0 $ 26.0 

. 80.9 80.9 

198.6 198.6 

346.3 346.3 
. _. 

478.6 594.9 

.-q r,, _ 5 668.7 

548.7 705.9 

This growth is attributable to several factors, including 
increases in school population , increases in school expendi- 
ture per pupil, expanded Federal activity, and amendments 
liberalizing the basic legislation. 



If the program had been fully funded, these increases 
would have been much larger in fiscal years 1971-75. As 
shown, entitlements for fiscal years 1971, 1974, and 1975 
were greater than actual payments to LEAS. Whenever funds 
appropriated for section 3 are not adequate to pay total 
entitlements, the funds are prorated--as in fiscal years 
1951 and 1955 and every year since 1967. 

For fiscal year 1975, $636.6 million was made available 
for Public Law 81-874, of which $548.7 million was for sec- 
tions J(a) and 3(b). The appropriation legislation directed 
OE to pay claims for federally connected children under 
section 3(a) at 90 percent of entitlements or, if such chil- 
dren comprised 25 percent or more of the LEA's total enroll- 
ment, at 100 percent. Section 3(b) claims were to be paid at 
68 percent of entitlements. 

BASIS FOR SELECTING LEAS 

From a total of 4,581 LEAS receiving SAFA funds, we se- 
lected for review a sample of 100 in 17 States which received 
::+;7 million under sections 3(a) and 3(b) in fiscal year 

The sample was chosen primarily to test the accuracy 
of LEAS' claims for payment and to determine how OE applied 
eligibility criteria to individual LEAS. Selection was based 
on several criteria including number of eligible children in 
the I.EAs and percent of payments received: 

Percent of 
Number of 

eligible children 
&&As ii1 the program total payment& Number of 

Percent Number received -- LEAS in sample 

0 to 399 
400 to 2,499 
2,500 and over 

ai 
15 
4 

3,711 
687 
163 

Total 100 4,581 100 100 
-- - - - 

Another criterion was the percent of eligible children in 
the LEA of total number of childrhl in enrollment: 

----- _ 
Percent of eligible 
children of total 
number of children Number of 

in enrollment 
&$As in the prxram 
Percent Num&z LEAS in sample 

0 to 9.99 58 2,657 48 
1c to 24.99 1,191 29 
25 and over 

$ 
733 JJ 

TOtai 100 4,581 100 
- Q - 

4 
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A third criterion was reasonable geographic distribution. 
The 100 LEA8 are located in 17 States. 

Because the LEAS in our sample were selected judgmen- 
tally, we did not project our findings to the total number 
of LEAS in the program, but we did project assistance 
claimed by the 100 LEAS to the total number of children and 
the total section 3(a) and 3(b) assistance. The findings 
apply only to the LEAS studied and the results cannot be 
used to drar overall conclusions about the SAFA program. 
The sample included 297,963 children claimed as eligible, or 
13.5 percent of the total children claimed in the program. 
The sample also represents $61,726,872, or 12.1 percent, of 
the total sectlon 3(a) and 3(b) payments for fiscal year 
1973. The LEAS we reviewed are listed in appendix I. 

SCOPE OF REVIEW 

At OE headquarters in Washington, D.C., and at REW 
regional offices in Atlanta, Boston, Dallas, Denver, Kansas 
City, and San Francisco, we interviewed officials and re- 
viewed applicable legislation, regulations, policies, and 
procedures for administering the SAFA program. We also 
examined assistance applications and other records of the 
100 LEAS for fiscal year 1973 and interviewed LEA officials. 
In addition, we reviewed allocation formulas of the States 
in which the 100 LEAs were located. We gathered data for 
making program senstkivity analyses at OE headquarters. 

- _ 
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CRAPTER 2 

VALIDITY OF CLAIMS r'OR 

IMPACT AID FUNDS 

of the 100 local educational agencies we reviewed, 93 
claimed either more or less than their eligible number of 
pupils. In total these LEAS overclaimed a net of $578#224-- 
slightly less than 1 percent of their total assistance 
claimed. However, Office of Education program personnel, on 
the basis of their review of the LEAS’ claims at the time 
of our fieldwork, identified a net of $366,291 in overclaims 
and adjusted the claims. Therefore, the LEAS were over pa id 
a nzt total of $212,133. 

OE regulations and instructions for determining eligi- 
bility need to be clarified and better enforced to previrct 
LEAS from overstating or understating their claims. Alt3, 
OE procedures for average daily attendance computation need 
improvement tu adjust for differences in the ways States 
compute ADA. 

In addition to reviewing LEAS' claims for impact aid 
funds, we reviewed State aid allocation formulas in the 
States in which the LEAS were located and noted that two 
States appeared to h.>tie been using section 3 funds to sup- 
plant State funds in violation of Public Law 81-874. 

PROGRAM REQUIREMENTS 

Applicants must submit two forms to OE for section 3 
impact aid-- an initial application and a final report. The 
initial applisatIon requests financial assistance for a 
given fiscal year. It is to provide adequate information 
for OE to determine whether the LEA is eligible for payment 
by having 400 or more federally connected students or at 
least 10 who comprise at least 3 percent of the LEA's 
total ADA. It also serves as the basis for a partial pay- 
ment of estimated entitlement. 

Final payment is made when OE receives and reviews the 
final report. This report gives information on the entire 
fiscal year as a basis for determining the actual amount of 
paymen?: to which the LEA is entitled. Payments are made on 
a fiscal year basis ending June 30, Eowever, the LEA's 
actual ADA and current expenditures for the fiscal year are 
not known until after this date. Thus, to give the time 
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necessary for compiling data, OE re#-ulations require that 
the final report be submitted no later than September 30 
following the end of the fiscal year. 

Applicants must document the eligibility of pupils 
claimed either by a parent-pupil survey or with certificates 
from employers or appropriate housing officials certifying 
that the parent is employed or residing on Federal property.. 
Because of the administrative-ease of conducting parent- 
pupil surveys, most LEAS use this method. 

OE allows applicants to make the parent-pupil survey on 
a date of their choosing, but no earlier than the fourth day 
of the regular school year and no later than a date which 
will allow the State educational agency to review and mail 
the application to C?E before January 31. Surveys are made 
by sending questionnaires to parents. Applicants may also, 
if they feel it is to their advantage, make a second survey 
durinq the last quarter of the regular school year and avet- 
age the results of the two surveys in final requests for 
funds. 

ACCURACY OF CLAINS 

Of the 100 LEAS, 93 claimed either more or less than 
the number of pupils for which they were eligible. In total 
these LEAS overclaimed a net of $578,224--slightly less than 
1 percent of their total assistance claimed. However, OE 
officials, on the basis of their review of these claims at _. 
the time of our fieldwork, identified a net of $366,091 in 
overclaims and adjusted the claims before making payments. 
Therefore, the LEAS were overpaid a net total of $212,133. 

. For the 100 LEAS, we determined that free public edu- 
cation was being given to 400 or more federally connected 
children in ADA or, if less than 400, that the LEA provided 
such education to at least 10 federally connected children 
representing 3 percent or more of the total children in ADA. 
We reviewed documentation to determine that the pupil was 
classified correctly as a section 7(a) or 3(b) pupil and 
that the LEA’S claim was in accordance with OE regulations 
and instructions in effect for fiscal year 1973. The types 
of errors that recurred most frequently were claiming pupils - - 
who were not residing with the federally connected’parent 
and mistakes in calculating ADA. 

We brought our bindings to the attention of OE offi- 
cials in a Hay 30, 1975, letter to give them an opportunity 
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tu review the findings and take appropriate corrective ac- 
tion. The of, cials said that OE would foilow up on these 
claims and does not consider payments as final until a de- 
tailed review of supporting records has been completed or 
3 years have elapsed without such a review. Any overpayment 
can be deducted from payments due the LEA for later claims. 
OE ins'-. ructions stipulate that an LEA generally cannot be 
paid n.ore than the amount claimed on its final report. 
Therefore, the amount underclaimed cannot be reimbursed. 
Overclaims paid, however , can be offset against underclaims 
in later years. 

OE REGULATIONS AND INSTRUCTIONS 
FOR DETERMINING ELIGIBILITY NED 
TO BE CLARIFIED AND BETTER ENFORCED 

We identified several areas where OE regulations and 
instructions for determining eligibility need to be clari- 
fied and better enforced to minimize the chance of LEAS 
overstating or understating claims for impact aid funds. 

Defining eligibility 

OE has not, except for a ,few special employment situa- 
tions, issued regulations or instructions defining the re- 
quirements which a parent must meet to be considered "ea- 
ployed on Federal property." It accepts claims for pupils 
whose parents are working temporarily on Federal property on 
the day the parent-pupil survey is taken, regardless of 
where the parents are actually employed. OE uses the terms 
"working on* and "employed on' synonymously. Thils, some 
LEAS are reimbursed for pupils whose parents live on and 
are employed by firms located on private property, i ' 

Employed on Federal property 

Public Law 81-874 does not define employed on Federal 
property. However, as stated in House Report No, 2287, 81st 
Congress, 2d Session (i950), the law attempts to reimburse 
LEAS for the burden imposed upon thorn because of the tax- 
exempt status of the Federal property: 

i 
1 .--.-. 
! 
f 

"Under the present *pattern of school financing in the 
various States, most local educational agencies meet 
the local cost of ed'icating their children from real- 
property tax revenues. Approximately half of the real- 
property tax reqqlired to meet the local share of the 
cost of educating a child is derived from taxation on 
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residential property and half from taxation on 
commercial and other real property - in other 
words, half from taxation on homes where children 
live and half from taxation on the factories and 
offices where their parents work. The local 
educational agency derives no such revenue in the 
case of a child who lives on tax-exempt Federal 
property and whose parent is rmployed on such 
property.” 

* * * 

“The effect on communities reauired to provide 
education to many children of parents whose resi- 
dence or employment on Federal property deprives 
the educational agency of revenues is at the heart 

.of the problem which confronts most of the school 
districts now suffering so severely from establish- 
ment or reactivation of Federal activities in their 
communities.” 

It thus appears that School Assistance in Federally 
Affected ASeas was not intended to include those children 
whose parents were temporarily working on Federal property on 
the survey day because this does not reduce the property tax 
revenues available to the LEAS. 

OE defines “employed on” for special employment zitua- 
tions involving lumbering, grazing, and farming Federal 
lands. In these situations OE’s instructions consider a per- 
son employed on Federal property if, during a given period, 
he spent a greater part of his working time on Federal prop- 
erty than on non-Federal property. To establish eligibility 
for SAFA payments, LEAS using the parent-pupil survey must 
certify that persons in these special employment situations 
worked over 50 percent of their time on Federal property 
between July 1 and the parent-pupil survey date. 

Various interpretations of 
the term ‘employed on” 

The LEAS’ interpretations of the term “ea?loyed on Fed- 
eral property’ varied. The parent-pupil survey form at one 
LEA requested both the place where the parent worked on the 
survey date anb the location of the parent’s employer. In 
fiscal year 197i the LEA claimed and received payments for 
several pupils whose parents were temporarily working on but 
were not employed on Federal property. One parent, a glass 
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company employee, was installing windows in a Federal build- 
ing on the sxvey date. Another parent was a physician work- 
ing as a consultant for a Veterans Administration hospital 
on the survey date. The physician stated on his survey form 
that he was a part-time consultant who worked about 4 hours 
a week for the hospital. Another parent was a pharmaceuti- 
cal salesman who called on the hospital on the survey date. 

OE's general acceptance of LEAS' claims fcr children of 
parents in such temporary situations may have caused two 
other LEAS we reviewed to initiate the following actions: 

--One LEA, in its instructions to teachers before 
the survey date, reminded them of the SAFA eligi- 
bility standards by stating that: "If the parent 
works for Coca-Cola Bottling Company and his route 
on [the survey date] is [through a Marine Base] he 
qualifies for Federal impact aid. Stress this 
point to your class." 

--Another LEA sent a memorandum to a parent suggesting 
that he arrange his music teaching schedule so that 
he would be working at a school located on eligible 
Federal property on the survey date. Consequently, 
four of his children were claimed for SAFA purposes. 

Another LEA did not adhere to OE instructions for deter- 
mining eligibility in special employment situations. The 
LEA claimed, and OE approved, payments of about $14,000 for 
103 children of loggers even though the LEA only had docu- 
mentation showing that the parents were working on Federal 
property on the survey date. It had no documentation showing 
that these parents worked over 50 percent of their time on 
Federal property. An GE official responsible for reviewing 
LEA claims in that HEW region said he only required an em- 
ployer's certification that persons employed in these situa- 
tions were working on Federal property on the survey date. 

Not specifically defining the term "eiuployed on* may 
have led some LEAS in another EEW region to interpret its 
meaning narrowly. Instructions issued with the survey form 
by one LEA, for example, requested that parents who reside 
on, are employed as full-time civilian employ,ies on, or are 
assigned to one of the installations listed complete the 
form. 

Three other LEAS stated in their instructions that 
parents who operate routes, such as milk, newspaper, and 



soft drink routes, are not eligible unless they operate from 
a station located on Federal property. This interpretation 
seems to be more consistent with the basic intent of the law 
but not consistent with the way OE generally administers the 
law. 

Identifying eliqible childref! 

One frec,uent LEA error was to claim children who did not 
reside in thf2 household of the federally connected parent. 
Although OE regulations and instructions require LEAS to 
document that a child actually resides with a civilian feder- 
ally connected parent, they-were seldom adhered to. Of the 
100 LEAS, 21 did not have adequate dxumentation to determine 
if the child resided with the federally connxted parent. 

OE regulations and instructions do not adequately de- 
fine the eligibility requirements for a child residing with 
a parent in the uniformed services. None of the LEAS we re- 
viewed had documentation which would have permitted OF to 
have accurately determined , wrthout going to other sources, 
the validity of claims based on such children. Furthermore, 
OE procedures for approving claims based on a child's having 
a parent in the uniformed sarvices do not appear to be con- 
sistent with the intent of the law. 

Proof of the child-parent rela'zionship and the parent- 
Federal property relationship are essential for determining 
student eligibility. OE verifies a child's eligibility on 
the basis of information included in each LEA's parent-pupil 
survey form or on certificates from employers or appropriate 
housing officials. The information needed depends on whether 
the child has (I) a civilian parent employed or residing on 
Federal property or (2: a parent serving in a branch of the 
uniformed services. 

Children with a civilian parent -- 

To be eligible the law requires that a pupil reside 
on Federal prdperty or reside with a parent employed on Fed- 
eral property. OE requires applicants using parent-pupil 
survey forms to include the pupil's address and the name of 
the parent employed on Federal property with whom the child 
resides. 
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Of the 100 LEAS, 79 complied with OE's requirement. 
However , 7 of the 79 also requested the address of the fed- 
erally connected parent as additional information on L;leir 
survey forms: with this type of data obvious errcrs were 
identified by OE oefore approving the claims. Without the 
address of both the parent and the child, OE officials could 
not accurately determine whether the pupil actually resided 
with Me federally connected parent unless they checked 
other sources. Because this is time consuming, it was nor- 
mally done only when it appeared that the child may not have 
resided with the federally connected parent--for example, 
tihen the surnames of the person signing the form and the 
parent differed. 

Children with a parent in the uniformed services - a- 
During our fieldwork, OE required that a pupil with 

a parent in the uniformed services reside in that parent's 
nousehold to be eligible, although its instructions to LEAS 
stated that such pupils are presumed to reside with the p&r- 
ent. If the child resided with a parent divorced or separ- 
ated from the uniformed services parent, OE generally con- 
sidered the child ineligible and disallowed the claim. OE 
enforced this policy even though it was not stated in the law 
or in its instructions or regulations. 

In May 1975 OE changed its regulations so that it is not 
necessary for the pupi?. to reside with the uniformed services 
parent. Because the previously eliforced requirement wa,s not 
supported by the law or its legislative history, LEAS now 
must document only that the pupil has a parent in the. uni- 
formed services. 

The legislative history of Public Law 81-874 suggests that ! . 
to be eligible the child should be a dependent of the uniformed 
services parent. It would seem to be 1 inconsistent with the over- i 
all purpose of the impact aid program to interpret the term : "parent" in section 3(b)(3) of the act to include an individual 
who neither lives with nor supports his child. OE’s past and 
present regulations and instructions do not require determining I 
the dependency relationship between the uniformed services parent 
and the child. 

1 
i 

OE regulations require LEAS to ascertain the uniformed 
services parent's name, rank, serial number, and branch. 
This is not adequate for determining the child's dependency 
relationship with such parent. 
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Illustrative of the problems encountered from not de- 
fining eligibility requirements for children with a uni- 
formed services parent, OE officials in three HEW regions 
said they considered pupils ineligible if they resided with 
a parent divorced or separated from the parent in tne uni- 
formed services parent. An LEA official in one region dis- 
agreed with this definition because he believed that a 
cnild's eligibility should be based on where the child 
lived and whether the parent in the uniformed services was 
paying child support. Although this latter interpretation 
seems to be consistent with the legislative intent, claims 
for such children, if identified ur ing OE’s review in the 
three HEW regions, would have be<n disallowed. In this 
LEA's fiscal year 1973 claim, we identified nine pupils of 
separated parents that were not detected by the OE represen- 
tative and thus were approved. 

OE officials told us that in the past they disallowed 
many claims for children with uniformed services parents 
because the parents were divorced or separated. The depen- 
dency relationship between the federally connected parent 
and child was not considered. OE generally detected that 
parents were divorced or separated when such information 
was volunteered on the parent-pupil survey forms or where 
the surnames of the parents differed and other sources sub- 
stantiated a divorce or separation. 

Because past claims were disallowed if the child 
resided with a parent divorced or separated from the uni- 
formed services parent, OE may have disapproved valid 
claims. 

Effect of not defining or enforcing -- 
ZiXgibility reeirements 

pupil 
We did not verify the information given on all parent- 

survey forms reviewed and, therefore, did not ascer- 
tain the amount of the overclaims resulting from OE's not 
enforcing its requirement that LEAS document that claimed 
children's residence with a civilian federally connected 
frarent. Furthermore, we cannot estimate the possible over- 
claims or underclaims resulting from OE's not considering the de- 
pendency relationship between the child and the uniformed 
services parent. 
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A3 part of our review, however, we did ver ify, by check- 
ing with school officials or parents, certain required data 
missing from parent-pupil survey forms or information indi- 
cating that tne claim may have been ineligible--for example, 
when the surname of the federally connected parent and the 
person signing the form differed. We determined that 1,018 
pupils in 59 LEAS, the basis for an estimated $137,928 in 
claims, were ineligible because they were not residing with 
the civilian federally connected parent ci may have been in- 
eligible under the pie-1975 refulations because they were not 
residing in the househoid of 1:he uniformed services parent. We 
did not determine whether the children claimed on the basis of a 
uniformed services parent were dependents of the parents. How- 
ever, they would have been declared ineligible by OE under the 
policy in effect during our fieldwork if it had been determined 
that the parents were divorced or separated. 

Procedures for computing ADA *-- -- 
need Improvement -- 

Another frequent error was inaccurately calculating 
total P.3A, which is the basis for estimating federally con- 
nected ADA. In addition, we found 35 of the 100 LEAS did 
not adjust total ADA to obtain federally connected ADA in 
accordance with OE procedures. 

Furthermore, OE does not have procedures to adjust for 
differences in the ways States compute ADA. One State, al- 
though within the law, was receiving more SAFA funds than 
another State because of its method of computing ADA. 

OS requirements for computing -- 
federallyconnected ADA 

OF, regulations require LEAS to determine federally con- 
nected ADA by multiplying the total yearend ADA by the ratio 
of pupils in each federally connected category to total 
schooi enrollment. Since actual total ADA is not known until 
the end school year, LEAS using the parent-pupil survey es- 
timate the final figure using total ADA from the beginning 
of the school year to the survey date. OE then uses this 
figure as a basis for making interim payments. After the 
school year ends, the LEA files a final report showing actual 
total ADA for the year, which is used as the basis for final 
payments. Final payments hre subject to change based on 
the results of OE field reviews of the LEA's records. 
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The data needed for this procedure is (1) numter of 
federally connected pupils in each category in attendance 
on the survey date, (2) total school enro1lmen.i sn that 
date, adjusted to exclude pupils for whom the LEA is paid 
tuition, prekindergecten pupils, and pupils 21 and older, 
and (3) total ADA a, '* rend, adjusted to exclude pupils 
noted in (2). The raillting formula is: 

Federally connected Adjusted year end ADA Federally 
pupils at survey date X Adjvlsted total ecE= = connected 

enrollment at survey ADA 
day 

OE field representatives are responsible for verifying 
that LEAS compute ADA in accordance with State law and OE 
regulations. OE accepts each State’s dcf.nition of ADA. It 
has no procedure to equalize different methods of computing 
ADA. Some States we reviewed did not audit the ADA figures 
submitted by LEAS. However, OE headquarters officials said 
that in most cases field representatives verify the unad- 
justed total ADA Fith required State reports and then verify 
that the required SAFA adjustments have been made. 

Errors in ADA 

Overstating or understating final ajdusted total ADA di- 
rectly affects federally connected ADA and thus the payments 
which OE makes to LEAS. Gf the 100 LEAS, 35 did not make ad- 
justments in accordance with OE procedures. Although OE rep- 
resentatives corrected most errors concerr.?d with required 
'adjustments in those LEAS reviewed before our fieldwork, they 
verified only that to.31 unadjusted ADA was the same cs that 
reported to the State. 

In several instances inaccurate or unverifiable yearend 
ADA figures were submi&ted to OE. Two LEAS, for example, sub- 
mitted figures for incorrect years and two other LSAs--in a 
State which did not audit its LEAS' figures--were unable to 
reconcile the ADA reported to the State with that reported 
to OE. 

i. 
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Impact of vdrying State ADA computetions 

Methods used to compute adjusted yearend.ADA directly 
affect federally connected ADA and payments to LEAS when 
minimum payment rates are used. &/ L 

In one State LEAS estimated their ADA by averaging ‘the 
number of pupils who attended school on 2 given days, one 
nea; the beginning and one near the end of the school year. 
In another State, beginning in fiscal ye.+ 1974, LEAS esti- 
mated ADA from attendance data taken over a 4-week period. 
LEAS in a third State, although they calculated ADA using 
data collected over the entire school year, included some 
absentees in their figures. LEAS in most other States we 
reviewed excluded all absentees. Thus, the computed total 

- ADA of LEAS in the third State was higher than it should 
have been and resulted in higher claims because they used 
minimum payz,ient rates. 

To determine the effect of including absentees in ADA 
calculations, we recomputed 1973 SAFA payments for LEAS 
using minimum payment rates in two States. One reguired 
LEAS to exclude all absentees from the computation, while 
the other required LEAS to exclude only unexcused absente!es. 
Had the latter method been used by LEAS in the State ex- 
cluding all absentees from ADA, their SAFA payment,s would 
have been about $15 million, or $1.3 million more than the 
$13.7 received. Conversely, had LEAS in the other State ex- 
cluded all absentees and experienced the same rate of ab- 
sences as in the first State, their SAFA payments voui.d have 
been $15 million, or $1.1 million less than the $16.1 mll- 
lion received. The payment changes are solely the result of 
the different methods used in computing ADA comhrned with 
the use of minimum payment rates. 

Possible alternative procedure 

To prevent one State from-receivingmore aid than an- 
other solely because of the procedure for computing total ADA, 
OE could adopt an alternative method of computing federally 
connected ADA when (1) a State’s computation results in that 
State receiving more aid than another State or (2) an LEA’s 

J/For LEAS not using minimum payment rates, the formula for 
computing SAFA payments nullifies this effect. The legis- 
lation provides for minimum payment rates, discussed 
further in ch. 3, which are used by most LEAs in the pro- 
gram. 
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reported total ADA must be considered an estimate because it 
was not computed by dividing aggregate days in attendance 
by the numoer of days in the school year, or was not veri- 
fied by the SEA. 

The current formula provides that the number of fed- 
erally connected pupils in attendance on the survey date 
be multiplied by the ratio of ‘he adjusted yearend ADA to 
adjusted total school enrollment at su*;ey date. 

Federally connected 
pupils at survey date X ggggjggfqg& = ,"o"",',::;g 

enrollment at survey ADA 
date 

When this ratio results in higher payments in one State 
than in another because of the computation used to de- 
termine ADA, a national average of the ratio between ADA 
and total school enrollment can be used instead. The fol- 
lowing hypothetical example shows the results of applying 
such an alternative method. Some changes in the legislation 
may be needed for GE co make use of an alternative method. 

National average 
LEA data ADA (note a) -- 

200 Federaily‘connected pupils ADA = 90 percent of 
at survey date total school 

enrollment 

390 Adjusted yearend ADA 

460 Adjusted total school rnroll- 
ment at survey date 

a/This figure would be derived by averaging the ADA and 
enrollment figures reported to GE by the States. 

Applying the current formula, the- LEA data-would yield 
194 federally cJ,nnected pupils (200 X (390+400)=194). Apply- 
ing the proposed alternative, the LEA data would yield 180 
federally connected pupils (200 X .90 = 180). 

Using a national average ADA would require LEAS to re- 
port only federally connected enrollment at the survey date 
and OE to review that figure for accuracy. By using this 
method OB would provide a standardized procedure to help 
insure that ADA estimates are computed on the same basis and 
thus eliminate the impact on SAFA payments of certain States' 
methods of computing ADA. 
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LEAS CAN RECEIVE SAFA AND OTHER FEDERAL ------------- 
PAYMENTS FOR THE SAME FEDERAL PROPERTY - -- 

As agreed with our requesters, we are providing the fol- . 
lowing information on some LEAS we reviewed who received bath 
Fedtral impact aid funds and funds from other Federal sources 
for the same Federal properties because of the properties’ 
tax-exempt status . 

The intent of section 3 of Public Law 81-874 is to offset 
the financial burden placed on LEAS because they provide free 
education for children residing on tax-exempt Federal property 
or residing with a parent employed on such property. There 
are other programs under which the Federal Government makes 
payments to States and local governments because of the pres- 
ence of tax-exempt Federal properties, and some of these 
payments. are also used in financing educational costs. Sev- 
eral LEAS we reviewed received such pay;nents for Federal 
properties. The most common of these payments were from the 
National Forest funds, authorized under 16 U.S.C. 500, and 
from the Taylor Grazing Act funds authorized under 43 U.S.C. 
315(i) d 

The National Forest Fund, administered by the Depart- 
ment of Agr iculturz, consists of revenue derived from na- 
tional forests through timber sales and other activities. 
The Department returns 25 percent of such revenues to States 
to benefit the county public schools and reads in which the 
national forests are located. 

The Taylor Grazing Act Fund, administered by the De- 
partment of the Interior, receives 12.5 percent of fees 
collected for using Federal land for grazing purposes and 
returns it to States for, among other things, the benefit of 
public schools in the counties in which the land is situated. 
These funds are intended to compensate local governments be- 
cause the properties in question are no longer available for 
private ownership and thus are not taxable. 

Before a 1968 amendment to Public Law 81-874, other 
Federal payments mnde on the basis of Federal property which 
had children associated with it had to be deducted from SAFA 
payments made on the basis of the same property. This pro- 
vision was to avoid duplicating Federal payments. As a mat- 
ter of administrative efficiency and convenience, the law 
provided that no deduction needed to be made from SAFA pay- 
ments unless the other Federal payments exceeded $1,000. 



In 1968 the la-~ was amended to provide that other Fed- 
eral payments made on the basis of the tax-exe;npt status of 
Federal property which had children associated with it could 
be received by LEAS along with their SAFA payments. The 
legislative history is silent regarding the rationale for 
this change. 

In fiscal year 1967, according to OE, the Governmant 
saved over $5 million as a result of deducting from LEAS’ 
SAFA claims the payments they received from other Federal 
agencies for the same Federal properties. 

In fiscal year 1973 two LEA.; we reviewed received Fed- 
eral funds af $57,150 and $48,948 derived from national 
forest revenues. Their SAFA claims for that year, based on 
pupils of parents employed on the same Federal properties, 
amoucced to $3,949 and $3,904, respectively. Another LEA 
re,eived $70,453 in Federal payments from national forest 
revenues, grazing revenues, and other Federal sources. Its 
SAPA claim for the same properties was $84,453. 

One State not included in our review received consider- 
able national forest funds. In 1972, for example, 24 coun- 
ties received $28.5 million in such funds for public roads 
and schools. :n 1972 the LEAS in those same counties re- 
ceived $1.3 mi?lion in SAFA p,ayments on the basis of persons 
working in national forests. 

IMPACT AID FUNDS USED TO -- 
SUPPLANT STATE FUNDS 

For fiscal year 1973 --the most recent year with complete 
data available for Teview--impact aid funds, by law, could 
not be paid to any LEAS in States which considered such funds 
as local resources in determining eligibility for or comput- 
ing the amount of State aid to be given to individual LEAS. 
This provision was intended to prevent States from us;;.; 
impact aid funds to supplant State funds. 

The Education Amendments of 1974 amended title I of 
Public Law 81-874--effective in fiscal year 1976--to permit 
any State which has an acceptable plan to equalize experidi--- 
tures for public education to consider impact aid payments 
in determining the relative financial resources available 
to LEAS. If the State does not have such an equalization 
plan, considering impact aid payments as local resources in 
this way will result in reducing or terminating payments. 
DE field representatives are required to review annually 
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edudational aid programs for each State in which LEAS apply 
for Public Law 81-874 funds to determine whether the State 
is carsidering impact aid funds as local resources. We 
found two States where this occurred.- 

One State appeared to have been violating the law's 
supplant provision because two of its four educational -id 
programs reduced State aid to those LEAS receiving SAFA 
funds. The State provide2 financial assistance to LEAS 
through (1) a foundation aid programr (2) an incentive pro- 
gram, (3) a program uiing fla t grants for such things .as 
special and vocational education programs, and (4) a sup- 
plemental minimum-guarantee program designed to insure that . 
each LEA has sufficient rtvenile to provide a minimum per- 
pupil expenditure set by thz State. 

The majority of the financial assistance is distributed 
under the foundation aid piogram , which did not violate the 
law's supplant provisions , nor did the grants for special and 
vocationa? education programs. 

The State, in computing its supplemental program aid 
for individual LEAS, included SAFA payments as local revenue 
which reduced the aid to qualifying LEAS by the amount of 
SUC;I payments. The State has operated this program since 
schtiol year 1971-72. 

To illustrate the effect of this practice, one LEA which 
received both State supplemental and SAFA funds would have 
been entitled to $8,772 more from the State in fiscal year 
1972 had SAFA funds not been included as local revenue. The 
LEA had $249,963 in local, State, and Federal revenue, or 
about $569 for each of the 439 pupils in ADA. Because the 
State's minimum guarantee was $5'75 per pupil, the LBA re- 
ceived $2,463 under the supplemental program, about $6 per 
pupil. If the LEA had not been required to include SAFA 
funds as local revenue, it would have been entitled to 
$11,234, about $31 ner pupil. 

----_ 
We estimated the amounts by which State entitlements and 

payments to LEAS under the State minimum guarantee program 
would have been increased if SAFA funds had not been con- 
sidered as local revenue in fiscal years 1972 and 1973. Our 
estimate is somewhat understated because Ise did not identify 
all LEAS which might have qualified for these program funds 
had SAFA funds not been included as local revenue. Tne fol- 
lowing table shows the estimated increased State aid the 



LEAS would have received if SAFA funds had not been included 
as local revenue: 

Increase in 
Number SAFA State minimum guarantee 

Fiscal year of LEAS -.- 7- receLELs ----- Entitlements Payments 

1972 '__ 22 $ 280,851 $ 280,851 $280,851 

1973 31 1,426,736 1,426,736 78,180 

In fiscal year 1973 the State did not appropriate enough 
funds to reimburse LEAS for their full entitlements under the 
State's program. Consequently, the State prorated the funds 
available to eligible LEAS. The $73,180 increase shown above 
is our estimate of the increase in prorated funds that LEAS 
would have received frcm State appropriated funds had the 
State not considered the SAFA funds as local revenues. 

During our review we brouqht this matter to the atten- 
tion of OE program officials. On February 23, 1976, they 
said they would look into it and take appropriate corrective 
action once implementation of the 1974 Education Amendments 
is completed. * 

Another State also appeaied to have been violating the 
supplant prowision of Public Law 31-874. This State had 
several formulas for distributing State aid. The primary 
formula, under which most State funds were distributed, drd 
not consider SAFA payments, but a supplementary formula did. 
Although the State had been using the supplementary formula 
since fiscal year 1971, OE was not aware of the violation 
until December 1973. 

OE obligated about $40.4 million in Public Law 81-874 
funds to the LEAS in th:,s State for fiscal years 1971-73 and 
paid out all but $530,0110 before learning of the possible 
violation. OE was withholding this amount at the time of 
our fieldwork pending the disposition of issues raised in an 
LEA's litigation with the State. The LEA was suing to obtain 
State aid funds withheld because tl.e State considered impact 
aid funds in allocating State aid funds. 

Public Law 81-874 was amended in fiscal year 1974 to 
grant a l-year waiver of the law's supplant provision to all I ~~.._ _ 

States which adopted a program for equalizing educational 
revenue available to LEAS after June 30, 1972. OE concluded 
that this State was ineligible for the waiver in fiscal years 
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1971-73, but was eligible in fiscal year 1974 and thus will 
make payments to LEAS claiming assistance for that year. 

, 
CONCLUSIONS -- 

Nearly all-the LEAS claimed either more or less than 
the eligible number of pupils. In total these LEAS over- 
claimed a net of $578,224--s lightly less than 1 percent of 
the total assistance. Although OE zaught many errors in 
reviewing the LEAS' claims, others resulted in net over- 
payments of $212,133. 

We identified several areas in which QE regulations and 
instructions for determining eligibility need to be clari- 
fied. They are not specific for determining what consti- 
tutes being employed on Federal proppyty; thus payments made 
do not reflect an attempt to reimburse LEAS because of the 
tax-exempt status of the property. The parent-pupil survey 
form should provide documentation to determine that a child 
with a civilian parent employed or working on Federal prop- 
erty actually resides with the federally connected parent. 
OE's allowing claims for children with a uniformed services 
parent without providing adequate documentation to determine 
if the child is a dependent of that parent does not seem to 
be consistent with the intent of the impact aid program. 
Because adi States did not compute ADA in the same way and 
some LEAS reported total ADA that must be considered an est- 
imate, OE should adopt an alternative procedure to help 
insure that ADA estimates are made in the same basis. 

Some LEAS received Federal payments from both impact 
aid funds and other Federal sources for the same Federal 
properties becaus. of the properties' tax-exempt status. 

Two States appeared to have been using section 3 funds 
to supplant State funds violating Public Law 81-874. 
Closer review of Srate aid allocation fcrmulas should be em- 
phasized. 

I 
1 - 
I 
/ 
t 

RECOMMENDATIONS 

We recommend' that the Secretary of HEW direct OE to 
strengthen administrative controls over the impact aid pro- 
gram by: 

--Clarifying th F! requirements that a parent must 
meet to be considered employed cn Federal 
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property so that payments to LEhs will better 
relate to the property tax-exempt status. 

--Requiring adequate documentation from LEAS to 
determine whether a child with a civilian parent 
employed or working on Federal property actually 
resides with the federally connected parent. 

- - 
--Requiring adequate documentation from LEAS to 

determine whether a child is a dependent of a 
uniformed services parent. 

--Adopting an alternative procedure for 
States and LEAS that have different procedures for 
computing ADA to help insure that ADA estimates are 
made on the same basis. 

--Reviewing State aid allocation formulas relative 
to the law's supplant provision. 

AGENCY COMMENTS AND 
OUR EVALUATIZN - 

HEW commented on matters discussed in this report in a 
July 23, 1976, letter. '(See app. III.) It concurred with 
the need to clarify the term "employed on Federal property" 
and will rewrite instructions which have been issued for use 
by LEAS and program staff to make them more definitive. 

As for determining whether a child of a civilian parent 
employed or working on Federal property actually resides 
with that parent, HEW said that the instructions in this area 
would be strengthened but that the situation could be appre- 
ciably improved only through extensive field reviews with a 
larger regional staff. 

HEW said that the statute expresses no requirement of 
dependency for a child (3f a uniformed services parent, and that 
it is thus not feasible to seek such information. We do not _ 
fully agree. As discussed on page 12 of this report, the 
legislative history of Public Law 61-874 suggests that to 
be eligible the child should be a dependent of a uniformed 
services parent. As for information on dependency, it could 
be obtained by a question on the parent-pupil survey form 
asking whether or not the child is a dependent of the parent 
on active duty in the uniformed services. 

XEW agreed that using an alternative procedure for com- 
puting ADA for States and LEAS would simplify administration 
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of the law and could lesserr ADA computational errors. HEW 
said it will study ways to recommend modifying the law to 
permit the use of an alternative procedure. 

As for reviews of State aid reallocation formulas rela- 
tive to the supplant provision of the law, HEW agreed with 
the importance of these reviews and said that with the pas- 
sage of Public Law 93-380, indepth examinations of State aid 
programs will occur. I 

General comments 

In addition, HEW provided several general comments con- 
cerning the matters discussed in this chapter. These com- 
ments and our response are discussed individually as follows, 

HEW said that some of the procedures and conditions in 
effect dur ing our review of Public Law 81-874 in fiscal year 
1973 are no longer the same due to the complex changes made 
by Public Law 93-380, which was approved August 21, 1974. 
It said that these changes with few exceptions became effec- 
tive in fiscal year 1976. 

Although some procedures have changed and we have ac- 
knowledged this on page 1 of this report, we believe our 
discussions on OE's procedures for determining eligibility 
and its instructions and procedures for determining payment 
rates are still pertinent to the program. 

Regarding our statement that OF's regulations and in- 
structions for determining eligibility need tc be clarified 
and better enforced, HEW indicated it believes the instruc- 
tions are in accord with the intent of the law. HEW said 
that increased manpower in its regional offices would help 
in preventing LEAS from overclaiming and underclaiming num- 
bers of federally connected pupils in their applications. 

As indicated by our findings on page 8, we believe the 
instructions and regulations need to be clarified. Clear 
and understandable instructions and regulations are essential 
for the management of the program regardless of the availa- 
bility of manpower. 

HEW agreed with our discussion on page 8 that the terms 
"working onn and *employed on" are used synonymously. It 
said the understanding of many applicants and regional pro- 
gram personnel has been that they .o!??suId consider a pupil an 
eligible federally-connected pupil if the parent is working 
on or employed on Federal property on the date the LEA takes 
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its parent-pupil survey. It said the tasis for adopting the 
"one-count system" is th?t it provides an a.jministrative 
tool in order to determine the number of children in ADA 
with parents employed on Federal property on one specific 
date in the school year regardless of the number of parents 
who may have been working on or will be working 0.1 this same 
Federal property for the balance of the year. 

We believe that there is a difference between being em- 
ployed on and working on Federal prooerty, as indicated on 
page 9 of this report. Also, we believe that good manage- 
ment would dictate that an adequate definition of being 
"employed on Federal property" be developed. regardless of 
the administrative tool used, so that payapsrlts to LEAS will 
better relate to the property tar-exempt status. 

Regarding LEA instructions for seeking eligible pupils, 
as noted on page 10 of this :eport, HEW said an OE review of 
the facts indicated that: 

--While a school district did in fact instruct 
teachers to count as federally-connected 
pupils whose Farents may drive a truck through 
a military base on the date of the survey, a 
review of the records 'did not uncover that any 
such pupils were claimed; the school district 
has agreed to delete such instructions in the 
future. 

--The records for the school district alleged to 
have suggested that a music teacher arrange to 
be working at a school located on Federal pro- 
perty on the survey date did not indicate that 
any such children of a music teacher or any 
other questionable children were claimed. 

Regarding our finding that a school district claimed 
children of loggers without documentation showing that the 
parents were working more than 50 percent of their time on 
Federal property, HEW said steps have been taken to assure 
that this school district will maintain proper records here- 
after. It said the school district obtained the proper cer- 
tification on its 1974-75 application: its survey form for 
the 1975-76 school year has a special certification pertinent 
to lumbering activities. 

Our purpose in including in the report the first two 
examples above was to show how LEAS have interpreted the 
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terms “employed G:I” and/or “wor King on” Federal property and 
show that pupils could have’ been claimed. tie are pleased 
that corrective action has been taken on these matters. 

I 

26 



CSAPTER 3 -- 

SAFA PAYMENT RATES -- 

The Office of Education instructions for ;electinc com- 
parable local educational agencies to determine the Sct,ool 
Assistance in Federally Affected Areas payment rates p.rovide 
no assurance that the LEA; selected are in fact compar&%le. 
Furthermore, OE procedures for approving paysent rates a:e 
not consistent with its instructions. 

Although LEA contribution rate data is the basis for 
selecting comparable LEAS to determine SAFA payment rates, 
OE does not periodically review the revenue sources reported 
as local. Thus, OE has no assurance that rates calculated 
using this data are reasonable and consistent among States. 

OE allows some applicants to select as cornparables 
other applicants which have a large percentage of 
federally connected children in their school enrollments. 
This practice appears to be inconsistent with the legisla- 
tive objective of removing the influence of federally con- 
nected children on per pupil cost calculations in selecting 
comparables, thus estimating what costs would have been in 
tha LEA if there were no Federal presence. 

TYPES OF PAYMENT RATES 

Impact aid is intended to compensate the LEA because 
federally connected children increase school enrollment 
wi;shout proportionately increaskg the local tax base. 

The LEA’s actual educational costs are not used for 
determining payment rates because federally csr..lected 
children influence the revenues available and the amount 
which the LEA can spend on education. To avoid this prob- 
lem, the law provides that payment rates be based on the 
amounts private property owners in generally comparable 
LEAS pay toward the cost of educating children. The law 
also establishes a minimum payment rate which is eaual to 
the higher of either one-half the national or one-half 
the State average expenditure per pupil. However, in no 
case may the minimum rate exceed the State average expen- 
diture per pupil. The amount of aid provided to an LEA 
may not be based on a rate lower than the applicable min- 
imum rate. 
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OE, after consulting with ihe SEAS and LEAS, determines 
which LEAS are in its judgment generally comparable to the 
applicant. 

The June 20, 1950, House Report No. 2287, which accom- 
panied the original legislation, contains the following 
statement about comparable LEAS: 

“The determination as to the amount of payment 
to be made with respect to each child depends in 
part, as has been said, upon A determination by the . _ 
Commissioner of Education as to which school dis- 
tricts within the State are most nearly comparable 
to the school district of the educational agency to 
be compensated. In the last analysis, a school dis- 
trict’s current expenditures are determined by the 
amount of money it has available. In a school dis- 
trict providing education to large numbers of chil- 
dren connected with Federal property, the current 
expenditures will be affected by the fact that the 
Federal Government is not contributing its proper 
share of local school revenues. Iience, in arriving 
at a sum which approximates the cost of providing 
education to the Federal children in question, it 
would not be reasonable to consider merely current 
expenditures met from local revenues of the district 
in quest ion. 

'Among other things the Commissioner would first 
consider similarity of classif ication .under State 
law, and then other relevant factors, such as number 
and kind of school population, tax resources, tax ef- 
fort, costs of school maintenance and operation, and 
the like.” 

HEW regulations provide tha ‘i SAFA payment rates be es- 
tablished, subject to the minimum rates, by either 

--grouping all LEAS within a State into generally 
comparable groups and basing each applicant’s pay- 
ment on its group’s average expenditure per pupil 
from local revenues or 

--individually select ing comparable LEAS for each 
applicant and basing each applicant’s payment rate 
on the comparable LEAS’ average expenditure per 
pupil from local revenues. 
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The comparability criteria are the same in both proce- 
dures; both require OE to compute payment rates using data 
coinpiled by the State educational agency or LEA on expendi- 
tures paid from local revenues of comparable LEAS. This pay- . 
ment rate equals the average expenditure per pupil in average 
daily attendance paid from local revenues--hereafter referred 
to as the local contribution rate--of the LEAS which are 
comparable to the applicant. 

The major distinctions between the two procedures are 
the number of comparable LEAS used to determine the payment 
rate and the input an individual LEA has in determining the 
rate. In most States the group procedure compares an applicant 
to 50 or more other LEAS. The applicant, however, once 
placed in a group of comparable LEAS by the State, must claim 
the group average rate or the minimim rate alternative. In 
contrast, the individually selected procedure usually compares 
an applicant to at least five other LEAS. This procedure 
generally gives the applicant more latitude in determinkg 
the payment rate because the applicant either itself or in 
consultation with the SEA selects the five LEAS to which it 
is compared. 

Each SEA selects the procedure to be used in its State 
and all LEAS must then use that procedure in arriving at a 
payment rate to be submitted to OE' for a-nroval. If in us- 
ing the established procedure an individual LEA's rate is 
iess than the applicable minimum rate, the LEA receives the 
minimum rate. In some States educational costs are such that 
most LEAS claim a minimum rate, and thus neither procedure 
is used. Of the 17 States in our review, 4 used the grouping 
procedure, 8 used the individually selected procedure, and 
5 used minimum rates exclusively. 

OE SHOULD REVIEW THE DATA USED -- 
TO COMPUTE PAYMENT RATES . 

Although local contribution @2$& data submitted to CE 
is the basis for selecting comparable LEAS to determine SAFA 
payment rates, OE does not period'cally review the revenue 
which LEAS and SEAS report to determine if it is received 
from State or local sources. What constitute; local revenue 
is subject to interpretation because LEAS receive revenue 
from many sources under a wide array of Federal, State, and 
local statutes. Such interpretations can affect the amount 
of SAFA funds received. 
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The local contf ibution fate is an important factor in 
computing SAFA payment fates. OE allows LEAS to determine 
their rates using the following formula: 

Local contf i- Total current LOCal revenues 
bution fate = expenditures X Total revenues 

,Total 
* ADA 

OE approves payment fates usi g LEA contribution rate data, 
but OE officials said they do not periodically review this 
data’s accuracy. 

HEW defines local revenue as tax funds from real estate 
or other sources within the LEA boundary which is available 
for its use. Local revenues include (1) funds collected by 
another governmental unit as an agent for the LEA and (2) 
funds collected by another governmental unit but shared with 
the LEA in proportion to the amOUnt COlleCted from within 
the LEA. According to HEW’s definition, local revenues are 
distinguished from State revenues in that the latter are 
distributed to LEAS in amounts often disproportionate to the 
amounts actually collected from within the LEAS’ boundaries. 

One State’s definition of local revenue, as indicated 
by the data submitted to OE, included more revenue sources 
than that derived by strictly applying EEW's definition. 
The OE official responsible for reviewing the data said he 
generally accepted the State’s interpretation of the items 
constituting local revenue and verified only that local 
revenue reported by applicants was consistent with that fe- 
ported to the State. 

SEA officials in this State categorized 12 different 
sources of revenue as local in pr epar ing the data @nbm itted 
to OE for calculating SAPA payment rates. Five of the 
sources were classified by the State as “State-dedicated 
revenues, * and the other seven-sp~urces were classified as 
‘revenues from legislative appropriations.” 

The State-dedicated revenues, such as automobile, 
boat, and mobile home license fees, appear to be State 
revenues according to HEW’s definition that the State 
collects the funds and distributes them to the LEAS in dif- 
ferent proportions from those collected within the LEAs’ 
boundar ies. These revenues comprised about 18 percent of 
the revenues reported to OE for 40 comparable LEAS for fis- 
cal year 1973. We did not perform this review in all States 
visited, but SAFA payments to LEAS in this State would have 
been reduced by about $138,000 had these revenues not been 
class if ied as local. 
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OE INSTRUCTIONS NOT ADEQUATE 
F DETERMINING COMPARABLE LEAS 

OE instructions contain criteria for selecting compar- 
able LEAS which provide for legal classification, grade levels, 
size as measured by cost per pupil in ADA, geographical size, 
population density, industrialization, current revenues, ag- 
gregate property values, percent of pupils transported, and 
other relevent factors. 

OE instructions for determining which LEAS within a 
State are gegerally comparable to the applicant are inade- 
quate, and i‘ts procedures for approving the SAFA payment 
rates are not consistent with its instructions. A discus- 
sion of both procedures for determining comparable LEAS and 
the problems associated with them follows. 

Procedure involving individually 
selected comparable LEAS 

OE instructions stipulate that for LEAS using this pro- 
cedure at least five generally comparable LEAS within the 
State are to be selected in accordance with the following 
criteria. 

1. Legal classif ication. 

2. Total number of pupils in ADA. 

3. Cost per pupil in ADA: 
a. Paid from local sources of funds only. 
b. Paid from all sources of funds. 

4. Grade levels maintained. 

5. Percent of pupils transported. 

6. Pupil-teacher ratios. --._ 

7. Assessed property valuation per pupil in ADA. 

8. Ratio of assessed valuation’to total valuation of’ 
property. 

9. Tax rate levied on real property for school purposes: 
a. For current expenses only. 
b. For current expenstis, debt service, and capital 

outlay. 
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* 10. Curriculum offered. 

11. Teacher salary schedule. 

12. Economic characteristics, such as industrial, resi- 
dential, or agricultural. 

Information on the first nine criteria must be sub- 
mitted to OE for each LEA selected as comparable. OE in- 
structions require SEAS to compile the information on these 
criteria using 2-year-old data because some of the informa- 
tion cannot be gathered on a more timely basis. Al though 
the instructions also request applicants to consider the 
last three criteria, neither the SEAS nor the LEAS submit 
information on these because they are not included on OE’s 
application form. 

OE instructions further stipulate that LEAS should 
preferably not select 0th.cr SAFA applicants as comparables. 
If other SAFA applicant% are selected, the LEA must explain 
and describe the extent of the Federal impact in the com- 
parable LEAS and compare it with its own. 

OE has not defined tolerances that applicants can use 
in selecting comparables which.are dissimilar in several 
critei’ia or which do not otherwise meet OE requirements for 
cc:aparability. Although OE instructions state that cost per 
pupil is the primary criterion for determining comparabil- 
ity, neither the regulations nor the instructions specify 
what weight should be given to the remaining criteria. Con- 
sequently, there is no consistent or systematic procedure 
for selecting comparables or for OE to use in approving se- 
lections. 

Most of the LEAS we reviewed that individually selected 
comparable LEAS did not attempt to find those LEAS which were 
generally comparable in all criteria specified in OE instruc- / 
tioes, nor did OE. OE permitted some-LEAa-to choose other 
SAF’, applicants as comparables without the required explana- 
tion and comparison of Federal impact. 

The method of selecting individually comparable LEAS 
varied in the eight States we visited which used this proce- 
dure. In four States the LEAS selected their comparables from 
a list prepared by the SEA and submitted their selections to 
OE through the SEA. In the other four, the selections were 
made by the SEAS, sometimes with the LEAS’ concurrence. Gen- 
erally, the applicant LEA’s local contribution rate was the 
principal criterion used in making selections. Typically, 
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five LEAS were selected that had combined average local con- 
tribution rates close to the applicant’s. In some States 
secondary consideration was given to finding LEAS with 
similar ADA and grade structure. In 0nl.y one Stat 2 were 
each of the nine criteria applied in an attempt to find five 
LEAS which most closely compared to the applicant. 

In six of the eight States, the data the SEAS prepared 
and submitted to OE was incomplete and excluded information 
on one or more of the nine triter ia. OE officials said that 
because they generally did not use all the data submitted 
they did not rigorously enforce this requirement. Further- 
more, although three of the PEAS reported data on all LEAS 
in their States, anothe: reported data on only 9 percent 
of its LEAS and two reported data on less than 52 percent 
of their LEAS, with no explanation to OE of which LEAS vere 
excluded or why. 

OE does not require that data be submitted on all LEAS 
in each State even though OE officials acknowledged that 
such data would be necessary for them to determine whether 
other LEAS in the State were more comparable to an applicant 
than those selected. 

OE 
comparable LEAS 

OE procedures for approving SAFA payment rates derived 
using individually sei+cted comparable LEAS are not consis- 
tent with its instructions. 

According to OE officials, developing procedures for se- 
lec.ting comparable LEAS by all or even most OE criteria 
would be difficult because a major difference in any one cri- 
ter ion could greatly affect comparability. They said that 
because routine procedures for applying the criteria cannot 
be easily developed, a detailed analysis of each applicant 
using the ic>dividually selected comparable LEA method would 
be necessary to insure that they are being reasonably ap- 
plied. They said that such analyses are not made because 
of lack of staff. _-.._ - 

Thus, rather than reviewing the comparability of indi- 
vidually selected LEAS, OE reviews only the payment rate 
resulting from the applicant’s selection of cornparables. Al- 
though not mentioned in its instructions for selecting com- 
parable LEAS, OE compares these payment rates to the appli- 
cant’s local contribution rate for nonfederally connected 
children. OE computes the local contribution rate for non- 
federally connected children by dividing an applicant’s local 
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revenues by its ADA minus (1) the ADA of all children living 
with a parent both employed and residing on Federal property 
(LEAS are presumed to receive no local revenue for educating 
these children) and (2) one-ha’f the ADA of children living 
with a parent either employed or living on Federal property 
(LEAS are presumed to receive only 50 percent of normal local 
revenues for educating these chil.*ren). 

This method of adjusting ADA is consiste1.t with the 
major premise underlying section 3 of Public Law 81-874, as 
stated in the 1950 House Report Nc. 2287, which accompanied 
the original legislation: 

‘I* * * Approximately half of the real-property 
tax required to meet the local share of the cost 
of educating a child is derived from taxation on 
residential property * * l and half from taxation. 
on the factories and offices where their parents 
work. The local educational agencies derive no such 
revenue in the case of a child who lives on tax- 
exempt Federal property and whose parent is employed 
on such property. * * l #here a child lives 01~ non- 
federal property but the child’s parent is employed 
on tax-exempt Federal property, the local educational 
agency will derive on the average half as much in 
revenue as it would in the case of other children.* * *a 

OE officials told us that they could not use local con- 
tribution rates for nonfederally connected children for all 
LEAS because some receive substantial local revenues even 
though most of the children enrolled in their schools are 
federally connected. OE uses an LEA’s local contribution 
rate for nonfederally connected children as its only measure 
of the amount the LEA should be paid per federally connected 
child under individually selected LEAS. As a guide1 ine, OE 
will usually approve a local contribution rate for federally 
connected children if it is not more than $50 greater than 
the applicant’s local contribution rate for nonfederally 
connected children, regardless of the applicant’s selection 

t- of comparable LEAS. However, OE has not -set a lowerLimit 
on this guideline and will approve an applicant’s selection 
of comparables even if the resulting payment rate is well 
below the applicant’s local contribution rate for nonfed- 
erally connected children. 

Although the non-Federal local contribution rate is the,,, 
major criterion OE uses to measure the reasonableness of, 
and to approve the payment rate resulting from, an appli- 
cant’s selection of comparable LEAS, this criterion is not 
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stated in OE’s regulations.or instructions. In fact, OE’s 
instructions stipulate that all children, not just nonfed- 
erally connected children, be considered in determining the 
local contribution rate. Few of the LEAS we reviewed used 
this cr iteriop in selecting comparables. 

One LEA,.in requesting a payment rate in accordance 
with OE’s instructions, was told, after its request had 
been disapproved several times, that its payment rate must 
approximate its non-Federal local contribution rate. In some 
States LEAS, because of SEA-designated procedures for select- 
ing comparables , generally chose cornparables which resulted 
in rates well below the amount permissible if they had used 
the local contribution rate for nonfederally connected chil- 
dren. In these States the LEAS which enrolled the highest 
percentage of federally connected children generally re- 
ceived the lowest payment rates in relation to their non- 
Federal local contribution rates. In other States, some 
LEAS claimed and were reimbursed at rates above the maximum 
OE usually allows. 

Results of using individually selected 
comparable LEAS to determine SAFA payment rates 

Using individually selected comparable LEAS to deter- 
mine SAFA payment rates produced widely varying results 
in the LEAS we rr viewed. The critar ion OE uses in aEprov- 
ing rates-local contribution rate for nonfederally con- 
nected children-- is designed to provide aid to an LEA for 
the approximate amount it is willing to pay to educate its 
nonfederally connected children. flowever, because OE did 
not consistently apply this criterion, some payment rates 
were considerably above the local contribution rates for 
nonfederally connecte children. Moreover, because OE does 
not have a lower limit on its criterion, some LEA payment 
rates were considerably below local contribution rates for 
nonfederally connected children. 

Although OE usually will not approve a payment rateif - 
it is greater than $50 above the applicant’s local contribu- 
tion rate for nonfederally connected children, five LEAS re- 
ceived such rates. four received payment rates more than 
$100 above their local contribution rates. One LEA, for ex- 
ample, requested a $1,075 payment rate per pup’,1 based on 
its selection of five comparable LEAS, which SE disapproved 
because it was more than $600 above the LEA’s local contri- 
but ion rate for nonfederally connected children. The selec- 
tion of comparable LEAS was changed, and the payment rate 
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approved was $895 --still about $421 above the local contri- 
bution rate for nonfederally connected children. 

In most cases, -however, LEAS were required to revise 
their select:on of comparable LEAS to obtain a rate within 
OE’s limitation. For example, one LEA reguested a $642 pay- 
ment rate --based on five comparable LEAS--which OE d isap- 
proved because it was abcut $108 above the LEA’s local con- 
tribution rate for nonfederally connected children. A re- 
vised request for a $612 payment rate--about $78 above the 
local contribution rate--also was disapproved. Tha LEA 
later revised its selection of comparable LEAS and requested 
a $564 payment rate --about $30 above the local rate--which 
was approved. 

Because OE has not established a lower limit for its 
criterion for a local contribution rate and generally has 
not told the LEAS to use this rate as a criterion, some LEAS 
requested rates considerably below their local rates, Nine- 
teen LEAS requested payment rates for fiscal year 1973 below 
their local contribution rates for nonfederally connected 
children. OE approved their requested rates even though 14 
LEAS used payment rates ranging lrom $53 tc $792 below their 
local contribution rates for nonfederally connected children. 

In addition to the inconsistent ies discussed above, OE 
prefers, but does not reguire, applicants to select compar- 
able LEAS that are not also SAFA applicants. Those LEAS 
we reviewed that selected as compdrables other SAFA applicants 
did not explain and describe the extent of the Federal impact 
in the comparable LEAS and compare it with its own, as stip- 
ulated in OE’s instructions. 

As noted previously, the comparable LEA method of de- 
termining rates was established to eliminate the influence 
of federally connected children on locally financed per 
pupil expenditures. Therefore, the LEAS’ total enrollments 
approved by OE as comparable to an applicant’s should not 
have a large percentage of federally connected pupils. 
Otherwise the legislative objective of the rate determining 
procedure would not be met in that the effect of federally 
connected children on per pupil cost calculations- would _-~_ _ 
still be present. 

In one State the SEA sent fiscal year 1973 applicants a 
list of 12 LEAS to be used in selecting comparables. There 
were 136 LEAS in the State, 65 of which did not receive 
SAFA assistance under section 3. Of the 12 LEAS on the list, 
11 were SAFA applicants and 8 of these 11 applicants had from 
27 to 41 percent of their pupils federally connected. Eight 
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of the nine applicants in the Stat 2 claiming a comparable 
rate selected at least one of the eight LZAs as comparable 
and three aF$licants restricted their selections to orly 
these LEAS. 

Grouping procedure for select& --e-e-- 
comparable LEAS -- 

OE regulations on the LEA grouping procedure of select- 
ing comparable LEAS state that the SEA should group the 
LEAS according to legal classification or some other 
OE-approved factor. SEAS are required to further divide 
the groups if additional division would result in greater 
comparability. These further divisions are to be based 
on grade level, size as measured by total ADA, geograph’cal 
area, density of population, industrialization, current 
revenues, aggregate value of property, and other relevant 
factors. OE instructions neither define acceptable toler- 
ances to use in selecting cornparables nor specify what 
weight should be given to the various factors and therefore 
are inadequate for determining whether LEAS in a group are 
comparable. .- 

Methods of grouping --- -- cozarable LEAS varied ----- 

Of the four States we reviewed which used the grouping 
method, two used legal classification as the sole basis 
for grouping, one used only ADA, and one used legal class- 
ification in combination with other factors. Following 
is a description of the procedures used in fiscal year 
1973. . 

State A--311 LEAS were in one group based on their legal 
classification as unified schcol districts. 

State B-. 1,157 LEAS were divided into 12 groups according 
to ADA. IEAs in nine of these groups claimed 
the minimum rate, one-half the national average 
expenditure per pupil. 

State C--1,138 LEAS were placed into one of five groups 
based on legal classification--elementary 
school districts, high school districts, 
unified school districts, community colleges, 
and county superintendent schools (special- 
purpose schools administrated by superintend- 
ents). 
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State D-- 281 LEAS were placed into one of four groups-- 
all elementary school districts, except those in 
two cities; elementary school districts in two 
cities; all high school districts, except those 
in two cities; and high school districts in the 
two cities. 

OE is responsible for determining whether LEAS placed 
in such groups are generally comparable but has no record of 
how or on what basis these grouping methods were originally 
establishefz and approved. Furthermore, OE officials did 
not know when the methods were last reviewed for reasonable- 
ness. SEA officials responsible for submitting group data 
to OE were unaware of any review since the methods were 
adopted. 

CONCLUSIONS 

Although local contribution data is the basis for corn- 
puting SAFA payment rates, OE does not periodically review 
the revenue which LEAS and SEAS report to determine if it is 
received from State or local sources. Thus, OE has no assur- 
ance that the rates calculated are reasonable. 

OE instructions for selecting comparable LEAS to deter- 
mine SAFA payment rates provide no assurance that the LEAS 
selected are, in fact, comparable. While the cost Fer pupil 
is a critical criterion for determining comparability, neither 
the regulations nor the instructions specify what weight should 
be given to other criter’a. Moreover, OE has not established 
ranges for each criterion to assist SEAS or LEAS in determining 
comparability. Both of these factors are needed, regardless 
of the comparable LEA procedure used to make selection of com- 
parable LEAS consistent. 

OE procedures for approving rates Crom individually se- 
lected comparab’e LEAS are not consistent with its instructions 
for selecting comparable LEAS. It generally does not review 
the comparable LEAS to determine whether they were selected 
in a mar ner consistent with its triter ia but compares the 
resulting payment rates to the applicants’ local contribu- 
tion rates for nonfederally connected pupils. Because 
the local contribution rate for nonfederally connected 
pupils is not a criterion stipulated in OE instructions 
or regulations, few of the LEAS used it in selecting corn-- 

- ..~-- _ 

parable LEAS. 

The criteria which LEAS in some States used were such 
that LEAS tended to select comparatles in a manner te- 
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sulting in payment rates well below their local contri- 
bution rates for non-Federal pupils. Although OE col- 
lects much data on other criteria which LEAS and SEAS 
should consider in selecting comparables, it uses only 
the local contribution rate for nonfederally connected 
pupils in determining comparability and is, therefore, 
not complying with its own instructions and regulations. 
Usirg the local contribution rate for nonfederally con- 
nected pupils as a sole criterion for determining compar- 
ability of L&As does not accomplish the objective of this 
procedure. 

in addition, OE allowed some LEAS to select as com- 
parables ether SAFA applicants without providing the re- 
quired explanation and comparison of Federal impact. Be- 
cause the comparable LEA proztdures are intended to remove 
the influence of federally connected children from per pupil 
cost calculations, OE should require that applicants select 
as cornparables only those LEAS that are not receiving SAFA 
sid or should determine an alternative procedure to remove 
;;he influence of federally connected children from per 
pupil cost calculations. 

OE has not pkriodically reviewed the States' grouping 
procedure for selecting comparable LEAS to insure that 
LEAS in each State are grouped with generally comparable 
LEAS. Because the manner of grouping influences SAFA 
payment rates, such reviews are necessary to insure that 
payment rates ase based on comparable LEAS. 

BECQMMENDATIONS 

We recommend that the Secretary oi: HEW direct OE to: 

--Review the revenue which LEAS and SEAS report to 
determine if it is received from State or local 
sources. 

--Specify the weight that should be given to its 
published criteria and establish ranges for each 
criterion to assist in compiling the data necessary 
for selecting comparable LEAS. 

--Develop procedures for ti?proving Federal payment rates 
based on comparable LEAS which are consistent with 
its instructions for selecting such LEAS. 

- - 
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--Require that applicants use as cnrnp~aL1~s only-those 
LEAS that do not receive SAFA aid or determine an 
alternative procedure to remove the influence of 
federally connected children from per pupil cost 
calculations. 

AGENCY COMMENTS AND OUR EVALUATION 

HEW concurred with our recommendation to review revenue 
which LEAS and SEAS report to detein,ine if it is received from 
State”-br -local -sources, but indicated that manpower in its re- 
gional offices cannot fulfill its present workload, which in- 
cli-des indepth analysis of revenues-. 

As for specifying the weight that should be given to its 
pub1 i shed criteria and establishing ranges for each criterion, 
REW indicated that it recognized the need for study of this 
problem, and if the use of a weighting system is deemed ad- 
visable it will change txisting regulations. 

We do not believe that HEW’s comments are responsive to 
our recommendation concerning the development of procedures for 
approving Federal payment rates based on comparable LEAS which 
are consistent with its instructions for selecting such LEAS. 
HEW said that present procedure.; provide for a review of the 
criteria for selecting comparable LEAS. As indicated on page 
33, OE instructions to LEAS for arriving at a comparable payment 
rate are different from the criteria it uses to approve such 
a rate. On pages 34-35 we state that although the non-Federal 
local contribution rate is the major criterion OE uses (1) 
to measure the reasonableness of and (2) to approve the pay- 
ment rate resulting from an applicant’s selection of compar- 
able LEAS, this criterion is not stated in OE’s rcqulations 
or instruct ions. In fact, OE’s instructions stipulate that 
all children, not just nonfederaliy connected children, be 
considered in determining the local contribution rate. 

HEW indicated that to the extent possible it requires 
applicants to use as comparables only those LEAS that do not 
rsce ive SAFA aid. It said that in some States it is diff i- 
cult to select comparable LEAS which are not federally af- 
fected to some degree. Regardless, we believe that an 
alternative procedure should be developed to remove the in- 
fluence of federally connected children from per pupil cost 
calculations. 
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CHAPTER 4 ----e-e 

ANALiSIS OF ECONOMIC IklPACT OF FEDERALLY ----------_--------e---------e----- 

CONNECTED CHILDREN ON LSAS ____-- - ---------e-w 

Attempts have bezn made in the past by tne Department 
of Health, Education, alld Welfare to measure the economic 
impact of federally connected school children on local 
educational agencies. The Congress from time to time has 
considered various alternative eligibility and payment pro- 
visions to reflect different economic considerations of this 
effect. However, no objective measure of the economic bur- 
den has ever been set forth. 

To respond to the congressional request for an analysis 
of the economic impact of federally connected children, on 
LEAS, we calculated tne tax increase that would be needed 
if LEAS did not receive payments under the impact aid program. 
This could be considered an indirect measure of the burden 
that federally connected children impose on LEAS. We made 
statistical analyses of the impact of federally connected 
children on 1,671 LEAS in 16 States for fiscal year 1973 
and found that without impact aid entitlements:. 

--48 percent of tne 1,671 LEAS would need property tax 
increases of less than 5 percent; another 18 percent 
of the LEAS would need property tax increases of 
5 to 10 percent; and, at the upper extreme, 15 per- 
cent of the LEAS would need property tax increases of 
25 percent or more. 

--An increase of less than $25 in annual local property 
taxes on a home with a market value of $40,000 would 
result for 48 percent of the LEAS; an increase of 
$25 to $50 would result for 25 percent of the LEAS; 
and, at the upper extreme, an increase of $lOC or more 
would result for 15 percent of the LEAS. 

By applying alternative eligibility and payment prcvi- 
sions to the program, total impact aid entitlements could 
have been reduced between $66 million and $351 :nillion, using 
fiscal year 1973 as a basis. 

ANALYSES OF INDIRECT MEASURES OF BURDEN --I---- --------- 

These analyses were based on information in claims total- 
ing $188 million, made by the 1,671 LEAS in 16 States for 

-- 
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aid under title I, sections 2 and 3(a) and 3(b) of PuDlic 
Law al-874 for fiscal year 1973. ‘Section 2 allows for pay- 
ments to LEAS that have nad large amounts of property removed 
from the tax rolls through purcnase by the Federal Government. 

Our analysis does not consider tne effects on the pro- 
gram of the provisions of tne Education Amendments of 1974, 
effective in fiscal year 1976, which provide payments for 
students 1 iving in low-rent pub1 ic housing and handicapped 

Istudents. 

LEAS using tne individually selected comparable LEA 
procedure, as descr ibed on page 31, must report on nine 
criteria for all LEAS in that State. The State also sends 
tnis information to OE headquarters for verificaticn of 
the LEA’s selection. For both sections of the law, this 
information is to include LEA prcperty valuatioils and tax 
iates. E!ecause tne LEAS we analyzed were not selected 
on a scientific basis, our review is presented as a case 
study of 16 States and is not necessarily representative 
of the entire Nation. 

For each LEA we determined how much taxes would have 
to be increased to replace all or a part of their 1973 
entitlements. rJe compared the percentage of impaction 
(i.e., percent of federally connected ADA) for the 1,671 
LEAS to the percentage of Change in taxes that would be 
necessary because of loss of aid. Our analysis involved: 

--Calculation of change in overall LEA tax rate needed 
to replace impact aid funds witndrawn. (Formula : 
Cnange in tax rates = aid withdrawn f assessed pro- 
per ty value. ) 

--Application of the change calculated above to a 
home with a market value of $40,000. (Formula: 
Cnange in taxes = $40,000 X assessment rate X 
change in tax rate .) 

--Calculation of percentage change in taxes by com- 
paring calculated change in taxes to original taxes. 
( Formula : Percent cnange in taxes = ( $40,000 X 
assessment rate X change in tax rate) + ($40,000 X 
assessment rate X original tax rate) .) 

Our analyses were based on school year 1971-72 valuations 
for taxable property since this was the latest information 
availaole; nistorical trends in property values indicate 

. -- 
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that tnese values were probably much lower tnan current 
valuations. we used 100 percent of the impact aid entitls- 
ments in our analyses, which exceeded actual impact aid 
payments over the past few years by 25 to 30 percent, oe- 
cause appropriations nave not been adequate to pay full 
entitlements. The use of these two factors tends to make 
our results a conservative estimate of the effect tnat 
loss of aid would have because tney yield higher estimates 
of tax cha;lges than would actually be necessary. 

We analyzed the impact aid program to determine the 
effects of changes in eligibility and payment provisions. We 
considered all 4,581 LEAS in the program for fiscal year 1973. 
In addition, we analyzed data fr n the 16 State:; to determine 
the relationship between increasing percentages of federally 
connected children and taxable property values and now 
such a relationship might oe reflected in such school finan- 
cing indicators as tax rates applied to property values to 
raise revenue for schools, per pupil expenditures, and ratios 
of pupils to teachers. Correlation analysis was used to test 
for relationships between percentages of federally connected 
students and the other factors listed. Details are given in 
appendix II. 

EFFECT OF WITHDRAWAL OF IMPACT AID FUNDS ------ - ---a---- . . 
Without impact aid entitlements, 48 percent of the 1,671 

LEAS analyzed would need property tax increases of less than 
5 percent and 18 percent would need ‘tax increases from 5 to 
10 percent. Without 3(b) aid only, smaller increases in 
prnyr.rty taxes would result. An increase of less than $50 in 
lccal property taxes on a home with a market value of $40,000 
wo,lld result for 73 .percent of the LEAS without their total 
entitlements and for 81 percent without the’r S(b) entitle- 
ments. 

Loss of all impact aid entitlements --I_-------------- 

We compared the percent of impaction (percent of fed- 
erally connected children to total LEA ADA) to the percent of 
increase in taxes that would result from loss of all aid. 

’ Tne following tabulation shows the number of LEAS that would 
be affected and the increases in local property tax rates 
that would be needed to replace lost aid. 
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Percent of 
impaction ----- 

0 to 2.99 
3 to 5.99 
6 to 9.99 

10 tG 24.99 
25 or more 

0 to 
4.99 --- 

216 
415 
147 

24 

5 to 
9.99 Be- 

18 
61 

109 
115 

3 

Number of 
LEAS 
affected 

Percent 
affected 

802 --- 

48 

306 152 87 c _I = 

Id 9 5 

1Cl to 
14.99 --- 

1; 
32 
90 
11 -- 

15 to 
19.99 --I_ 

2 

132 
44 
26 -- 

20 to 
24.99 ----e 

,-' 
1 
6 

32 
18 -- 

57 CC 

5 

25 or 
more ---- 

3 
2 

15 

176; --- 

267 - 

15 

Total 
number 

of LEAS a ---- -- 

242 
497 
322 
374 
236 --- 

1,671 --- 

100 

The results show that 66 percent of the LEAS analyzed 
would require tax increases of less than 10 percent to re- 
place impact aid entitlements and 48 percent would require 
tax increases of less than 5 percent. Entitlements for 802 
LEAS requiring less than a 5-percent increase in fiscal year 
1973 totaled about $55 million, hnd entitlements for the 306 
LEAS requiring a 5- to IO-percent tax increase totaled about 
$22 million. Based on full entitlements of about $188 million 
for the 1,671 LEAS analyzed , about 40 percent of the entitle- 
ments were provided for LEAS which would require an increase 
of less than 10 percent in taxes to replace entitlements. 

Although most of the LEAS analyzed would require less 
than a lo-percent increase in local taxes, 267, or 15 per- 
cent, would require an increase of 25 percent or more. Two 
of the 267 LEAS would require percentage tax rate increases 
in the thousands. LEAS with more than 25 percent federally 
connected cnildren accounted for about $75 million, or about 
40 percent, of all entitlements for the 16 States analyzed. 

Included in the entitlements was money provided under 
section 2 of the law. Although this type of aid accounted 
for only a small portion of the total impact wis going to 
the 1,671 LEAS ($1.3 million out of $18S Ir.llIion), many 
that receive it would require large tdx incraases (greater 
than'10 percent) to replace section 2 aid alone. Twenty- 
four of the 63 LEAS that had section 2 eo+:itlements recei;:ed 
no 3(a) or 3(b) aid, and some of theat; i's0 would requir--. 
more than a lo-percent increase in taxes tu re~li.ze ;-netr 
aid. These L&As, accordingly, would requirt? larcar tax 
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increases than if only 3(a) and 3(b) entitlements yere 
withdrawn. Because we were particularly interested in 

\ measur ing the burden that 3 ( a, and 3(~) children represent, 
we screened out section 2 aid from the 1,671 LEAS and re- 
calculated the tax changes. 

Total 
Percent of 0 to 5 to 10 to 15 to 20 to 25 or number 
impaction - 4.99 -A 9.99 14.99 -- 19.99 --- 24.99 more I_- of -- LEAS 

0 to 2.99 207 10 1 - - - 218 
3 to 5.99 419 60 16 1 - 1 497 
6 to 9.99 148 110 32 14 4 14 322 

10 to 24.99 24 116 91 44 32 67 374 
25 or more 3 12 26 18 177 236 -- II - -- -- 

Number of 
LEAS affected 798 299 152 85 54 259 1,617 B - - = S D- 

Percent affected 48 18 9 5 4 16 100. 

The 24 LEAS that received just section 2 aid no longer 
appear: the 39 others with some section 2 aid would require 
smaller tax increases, assuming that only 3(a) and 3(b) en- 
titlements were withdrawn. There are 10 fewer LEAS with 
less than 6-percent impaction that.would require greater than 
ICI-percent tax increases. In our opinion, without 3(a) and 
3(b) entitlements, LEAS with small impaction levels would 
not have a major tax increase. 

We analyzed section 2 entitlements separately to gauge 
the effect their loss might have on property taxes. We as- 
sumed that just section 2 entitlements were withdrawn from 
the 63 LEAS that received them and calculated the change 
in taxes necessary to replace them. As before, the LEAS were 
grouped by percent of impaction and percent change in taxes. 

Percentof 0 to 5 to 10 to 15 to 20 to 25 or 
impaction 4.99 9.99 14.99 19.99 24.99 more Total - _L A- -m --I --- -v 

14 
- 

0 to 2.99 
_-. 

7 
_ 

2 -2 - 3 28 
3 to 5.99 3 1 2 - - - 6 
6 to 9.99 

2” 
1 1 

1' 
1 - 

10 to 24.99 2 4 2 - 1; 
25 or more - 5 1 f I z 9 --- 

Number of 
LEAS affected 23 16 10 5 3 6 63 z G = = =. = i 

Percent affected 37 25 16 8 5 9 100 
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Sixty-two percent of the LEA a could make up for the 
withdrawal of section 2 entitlements with less than a lo- 
percent increase in taxes, and 9 percent of the LEAS would 
require an increase of 25 percent or more. 

Loss of 3’b) entitlements ---l-----e- 

Because the Congress and the various.Administrations 
have given very little consideration to eliminating aid 
for 3(a) children, we also tested the effect of the with- 
drawal of 3(b) entitlements only. Most LEAS could replace 
their Lost entitlements with only a small increase in 
local property taxes. About 55 percent of the LEAS analyzed 
would require an increase of less than 5 percent in property 
taxes, and another 21 percent would rag&ire an increase 
of 5 to 10 percent. Eight percent of the LEAS would require 
a tax increase of 25 percent or more. Changes in taxes 
based solely on loss of 3(b) entitlements showed the 
following results, 

Oriyinai percent 
of impaction 

(based on both 
3(a) and 3(b) 0 to 5 to 10 to 15 to 20 to 25 or 

children) 4.99 9.99 14.99 19.99 24.99 more Total -e mm- - _- -_ ____ 

0 to 2.99 208 10 - - - - 218 
3 to 5.99 431 51 14 1 - - 497 
6 to 9.99 167 108 36 1 322 

10 to 24.99 71 149 63 3: 20 3: 374 
25 or more 24 24 40 28 96 236 - 24 -- -- 

Number of LEAS 
affected 901 342 153 69 45 137 1,647 z C F i = -- -e 

Percent affected 55 21 9 4 3 8 100 

In the 1,243 LEAS requiring a property tax increase of 
less than 10 percent, the 3(b) aid alone accounted for about 
$75 million, about 55 percent , of the total entitlements 
for the LEAS analyzed. The 901 LEAS requiring less than a 
5-percent increase accounted for about $52 million in 3(b) 
entitlements, about 28 percent of the total entitlements 
for all LEAS. Again, our estimates of the effect of loss of 
aid are conservative because we used 100 percent of the 
entitlements and school year 1971-72 property valuations 
in our analyses. Whenever funds appropriated for section 
3 are not adequate to pay total entitlements, the funds 
are prorated. Prorations were necessary in fiscal years 
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1951 and 1955 and in every year since fiscal year 1967. 
However, even under conservative assumptions concerning 
loss of aid, our analysis showed that most LEAS would not 
have to Impose major tax increases to replace 3(b) aid. 

Dollar effects of loss of impact aid ---we--- ----- 

Because not all States place the same stress on local 
'.propertf taxes to finance education, large percentage changes 

in tax;:s are not always large dollar changes arid;& versa. -- 
Tnerefore, we calculated the dolla; change in taxes on a home 
with a market value of $40,000 to determine whether stating 
the effects in this manner wo.*ld show any major differences 
from the percentage change analyses. We calculated the annual 
increase in taxes assuming (1) all aid was lost, (2) sections 
3(a) and 3(b) aid were lost but section 2 was retained, and 
(3) only 3(b) aid was lost. 

Annual Dollar Increase in Taxes on $40,000 Home 
--TXT Ent i tl ernefitZG~---- A-,: ---- 

Percent of $0 to $25 to $50 to $75 to $100 or 
impact,ioE ,,'- -- _-- -- $24 99 $49.99 $74.99 $99.99 more Total -I- -- 

0 to 2.99 233 1 2 242 
3 to 5.99 370 

113" 
9 2 3 497 

6 to 9.99 138 138 31 I3 2 322 
10 t.0 24.99 57 142 73 41 61 374 
25 or more 3 13 16 24 LE 236 -- --- 

Number of 
LEAS affected 801 412 130 80 248 -- -= 1,671 s = m -m - 

Percent affected 48 25 8 4 15 100 

Annual Dollar Increase in Taxes on $40,000 Home ----- 
-TKiy3(a)-ZiFTE~TiEEEiiGEts Removed -- ------ ----- 

Percent of $0 to $25 to $50 to $75 to $100 or 
impaction $24.93 $43 .?9 $74.99 $99.99 more Total --- -- -e-B -- 

0 to 2.99 215 2 -. ._ _ - _ 218 
3 to 5.99 374 11: 9 2 497 
6 to 9.99 140 137 33 10 2 322 

10 to 24.99 58 143 75 42 56 '374 
25 or more 3 14 17 24 lfa 236 -- -- a- 

Number of 
LEAS affected 790 B 236 1,647 -- -- .- 

Percent affected 48 25 a 5 14 100 
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Annual Dollar Increase in Taxes on $40,000 Home ------ ----- 
3(b) Entitleikt Only Removed 

e--m 
----e 

Percent of - $0 to $25 to $50 to $75 to $100 or 
impaction $24.99 $49.99 $74.99 $99.99 more Total' ----- --- - --- -- ------ --- 

0 to 2.99 ,"G 2 218 
3 to 5.99 99 7 1 497 
6 to 9.99 170 121 25 6 322 

10 to 24.99 120 138 64 28 24 374 
25 or more 36 35 38 35 2.2 2x2 

NumDer of 
LEAS 
affected 932 395 134 70 116 1,647 G - c Z - --- 

Percent 
affected 57 24 8 4 7 100 

An increase of less than $50 in annual local property taxes 
on a home with a market value of $40,COO would result for 73 
percent of the LGAs without their total entitlements, and for 
81 percent without their 3(b) entitlements. Our analyses 
showed that a great majority of LEAS--and especially those 
with low percentages of federally connected children--could 
replace their entitlements with only small monetary, as well 
as percentage, c'ianges in local taxes. 

Federal impact aid and p e-w rosperous LEAS ____ 

Throughout the years discussions about impact aid have 
included objections to the payment of large amounts to more 
prosperous LEAS, primarily in the suburban areas around 
Washington, D.C., which are among the most prosperous in the 
country in terms of per capita income. These LEAS .have 
received large amounts of aid mainly because large numijers 
of 3(b) children reside in them. 

We analyzed the LEAS in one State adjacent to Washington, 
D.C., and found that they have such high percentages of feder- 
ally connected children that fairly-large increases in taxes 
would be needed if their aid were withdrawn. For example, one 
LEA nad the largest entitlement among all the LEAS included in 
our study--$18 million, or almost 10 percent of the total for 
all 16 states in our sample. Over 40 percent of the children 
in this LEA were federally connected. Without .any impact aid, 
the annual increase in property taxes on a $40,000 home would 
be $153, an increase of over 25 percent. A 23-percent increase 
would ue required to replace just 3(b) aid. 

48 



In this State several other suburban LEAS near Washington, 
D.C., also had large numbers of federally connected cnildren and 
would require increases in taxes to replace their aid. 

Percent of Increase in Taxes--Aid Withdrawn ----m-s --- 

Percent of 
Percent of increase 

Percent of Total increase in 3(b) in taxes 
entitlement taxes entitlement -- --- m- - 3(b) on9 --- 

A 27.57 $1,897,613 .13.02 $1,897,613 13.02 
B 32.47 2,803,155 9.56 2,625,746 8.94 
C 31.28 606,510 17.73 606,510 17.73 
D j4.43 260,006 11.27 260,006 11.27 
p” 18.76 24.67 1,344,003 549,731 10.43 8.42 1,335,831 $ 

549,731 
10.43 8.36 

The local taxes in these LEAS are generally higher than 
in other LEAS in the State, so impact aid evidently has not 
been used to maintain lower taxes. 

EFFECT OF CHANGES TO PROGRAM 
ELIGIBILITY AND PAYMENT PROVISIONS 

Previous HEW-finarced studies on the effects of federally 
connected children on LEAS recommended changes in methods for 
determining eligibility for aid. In genet al, the proposad 
changes were intended to develop the concept of paying only for 
above-average Federal impaction in axy LEA. These changes and 
seyeral variations we developed assame different measures for 
what constitutes above-average impaction. Following is a pre- 
sentation of the effect such changes would have on thl program. 
Depending on the alternative provisions applied, the proposed 
changes could reduce total impact aid entitlements by $68 
million to $351 million, using fiscal year 1973 as a basis. 

The bases for the alternatives were eligibility charac- 
teristics of the SAFA program and variouslecommendations 
made by previous HEW-financed studies to more closely reflect 
sources of tax revenues. 

The alternatives were: 

1. Eliminate LEAS tnat are eligible solely on 
fhe basis of the number of students living in 
low-rent public housing but are not receiving 
aid for these students. 
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2. Reduce the payment rate for 3(b) students to 
40 percent of the rate for 3(a) students. 

- 3. Because LEAS generally are not eligible for impact 
aid funds unless the number of federally connected 
students exceeds 3 percent of ADA, make payments 
only for those children who-exceed 3 percent 
of ADA (absorption). 

4. In determining whether LEAS meet the 3-percent eligi- 
bility requirement, count 3(b) students at 50 per- 
cent and pay for them at 50 percent of the 3(a) rate. 

5. In determining whether LEAS meet the 3-percent eli- 
gibility requirement, count 3(b) students at 40 per- 
cent and pay for them at 40 percent of the 3(a) rate. 

6. Count 3(b) students at 50 percent in determining 
eligibility, pay for them at 50 percent of tne 
3(a) rate, and require the LEAS to absorb 3 percent 
of ADA before making any payments for federally 
connected children. 

7. Count 3(b) students at 50 percent in determining 
eligibility, pay for them at 40 percent of the 3(a) 
rate, and require the LEAS to absorb 3 percent of 
ADA before making any payments for federally connected 
children. 

Our analys?s of the above alternatives for all 4,581 LEAS 
whicn received impact aid in fiscal year 1973 showed that 
total entitlements of $678.6 million for that year could have 
been reduced by $68 million to $351 million. 

Reduction in Impact Aid Resulting from Application of - Vario~Eliqibllityd Pa~e?it-Aftern~~&%-'- -- --- - ---a----- 

Alternative -- 
Revised 

entitlement Redaction ----we -v-w--- 

{millions) 

1. Eliminate LEAS eiigible because $610.3 $ 68.3 
of low-rent PUblic housing 

2. Reduce 3(b) payment rate to 40 584.3 94.3 
percent of 3(a) rate 
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Alternative e---- 

3. 

4. 

5. 

6. 

7. 

. 

now 
The alternative proposals would eliminate much of the aid 

received by LEAS with small percentages of federally con- 
nected children. For example, under the last five alternatives, 
because of the 3-percent absorption requirement, LEAS with less 
than 3-percent federally connected students would no longer 
receive aid. Under the last two alternatives, LEAS with up to 
C-percent federally connected students would no longer receive 
aid because, after applying the 3-percent absorption requirem,;nt 
and counting the 3(b) students at 50 percent, the -resultant 
count for eligible students would be less than 3 percent. As 
a result, larger percentages of the remaining aid would be 
directed toward those LEAS wit.,1 25 percent or more federally 
connected children. 

Pay for only tnat number of federally 
connected children exceeding 3 
percent of ADA 

Count 3(b) students at 50 percent for 
eligibility purposes and pay for 
them at 50 percent of the 3(a) rate 

Count 3(b) st.udents at 40 percent for 
eligibility purposes and pay for 
them at 40 percent of the 3(a) rate 

Count 3(b) students at 50 percent 
for eligibility purposes and 
require 3-percent absorption 
of ADA before making payments 
for federally connected children 

Count 3(b) students at 50 percent for 
eligibility purposes, pay for them 
at 40 percent of the 3(a) rate, and 
require 3 percent absorption of ADA 
before making payments for federally 
connected children 

(millions) 

$511.4 $167.2 

467.9 210.7 

390.0 287.7 

392.0 286.0 

327.0 351.4 

,’ 
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lmqact Aid Under Various EligibiliLand 
--@ixAl't~natives -- 

I-- 

LEAS with 25 percent 
or more federallv 

Total aid connected students -----I-- 
under al- Amount of Percent of 

Alternative - 

Current entitlements 

1. Eliminate LEAS eligible 
because of low-rent 
public housing 

2. Reduce 3(b) payment 
rate to 40 percent 
of 3(a) rate 

3. Pay for only that 
number of federallj! 
connected children 
exceeding 3 percent 
Lf ADA 

4. Count 3(b) students 
at 50 percent for 
eligibality pur- 
poses and pay for 
them at 50 percent 
of the J(a). rate 

5. Count 3(b) students at 
40 percsnt for eligi- 
bility purposes and 
pay for them at 40 
percent of the 3(a) 
rate 

6. Count 3(b) students at 
50 percent for eligibil- 
ity.purposes and require 
j-percent absorption of 
ADA before making pay- 
ments for federally 
connected children 

ternative aid ---- 
(millions) 

$678.6 $345.0 

610.3 323.0 

aid 

50.9 

52.9 

584.3 307.4 52.6 

511.3 324.5 63.5 

467.9 321.6 68.7 

390.9 284.4 72.7 

392.6 .~ 304 J...~__ 77.5 
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Alternative -m-e----- 

LEAS with 25 percent 
or more federally 

Total aid connected students 
Amount of 

------- 
under Percent of 

alternative aid aid --- 
(millions) 

7. Count 3(b) students $327.2 $266.9 81.5 
at 50 percent for 
eligibility pur- 
poses, pay for 
them at 40 percent 
of the 3(a) rate, 
and require 3 per- 
cent abso<$ion of 
ADA befor making 
payments for feder- 
ally tonne cted 
zhildr en 

The previous analyses show that entitlements to LEAS under 
the impact aid program are quite sensitive to change in eligi- 
bility and payment provisions. Because above aver age impaction 
can have- many definitions, the number of LEAS qualifying as 
above average and the aid they are entitled to can vary consid- 
erably. In general, however, as eligibility and payment 
provisions become stricter , fewer and fewer LEAS are eligible 
for aid and a higher percentage of aid would be directed toward 
those LEAS having larger percentages of federally connected 
children. 

FEDERALLY CONNECTED CHILDREN 
AND LEA PROSPERITY -- 

The basic rationale for impact aid payments is that the 
Federal Government by owning property and removing it from the 
tax rolls, creates a burden on LEAS when children of Federal 
employees are sent to their schools without also providing 
funds to off set the tax revenues lost because of the reduced 
tax base. tin the other hand, the presence of a Federal in- 
stallatic? could increase the economic activity of an area 
and cause it to be more prosperous. 

--.-_ 
One HEW-financed study 

concluded that heavily impacted LEAS tend to have lower taxes, 
lower ratios of pupils to teachers , and higher per pupil ex- 
penditures than lightly impacted LEAS. 

We analyzed data from 16 States to determine the relation- 
ship between increasing percentages of federally connected chil- 
dren and taxable property values and how such relationship 
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might be reflected in such school financing indicators as tax 
rates applied to property values to raise revenue for schools, 
per pupil expenditures, and ratios of pupils to teachers. I/ 
Taxes available for scr,oo1s are the product of some measurz of 
property valvuation time; a tax rate. Assessment rates aetermine 
what proportion of totcl property values will be taxed, and 
millage rates are the t3x rates applied to the assessed valua- 
tions. In our analysis tax rate is defined as the product of 
the millage rate times the assessment rate and is the rate 
that would be applied to total property valuation to determine 
the amount of taxes to be paid. This procedure places all LEAS 
on the same basic taxing structure. 

We further analyzed the data from seven of these States 
to determine what effect withdrawal of impact aid funds would 
have on the relationship with tax rates. In general, we found 
the following conditions to prevail. 

1. -Increasing percentages of federally connected 
children tend to show a slight association wi'h 
higher property'values per pupil, but the assoc- 
iation is very weak and is not consistent across 
all 16 States. 

2. Increasing percentages of federally connected 
children generally are associated with lower tax 
rates to raise revenue for schools, higher per 
pupil expenditures, and lower ratios of pupils to 
teachers, but the .associations are very weak and 
are not consistent across all 16 States. 

3. Increasing percentages of federally cl)nnected 
children are associated with higher tax rates to 
raise revenue for schools when taxes are adjusted 
for loss of impact aid funds, but most of the 
relationships are moderately weak. 

The conclusion for these relationships is that heavily 
impacted LEAS appear to be associated with favorable school 
financing indicators but that withdrawal of aid couid change 
the tax relationships considerably if current levels of ed- 
ucational effort are to be maintained. The fact that heavy--- 
impaction does not show a stronger relationship than it does 
-- -- 

&/Correlation analysis was used to test for relationsnips 
between percentages of federally connected students and the 
other factors listed. Details are given in appendix II. 
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with taxes adjusted for loss of aid, however, confirms our 
previous analysis that many LEAS would not require a great 
increase in taxes if impact aid was withdrawn. Although our 
results cannot be considered representative of the entire 
Nation, they indicate that large percentages of federally 
ccnnected :hildren do not necessarily indicate serious eco- 
nomic burdens on LEAS. 

Property value per pupil 

Part of the rationale for impact aid is that LEAS must 
educate the children of Federal employees without being able 
to tax the properties on which these employees live or work. 
It would be expected, therefore, that large percentages of 
federally connected children would be associated with lower 
dollar amounts of taxable property per pupil if the presence 
of Federal installations was an economic burden. We found, 
however, that aithough some individual States showed the 
expected association, the analysis of all 1,671 LEAS in the 
16 States showed a very weak ass oriation with higher dollar 
amounts of taxable property per pupil. All of the relation- 
ships, both at the individual State level and in total, were 
very weak or moderately weak. 

. 

rlecause the overall trend showed association with high 
dollar amounts of taxable property, and because no individual 
State showed a strong relationship with low dollar amounts, 
we concluded that large percentages of federally connected 
children do not necessarily indicate that LEAS would be 
burdened because of lower dollar amounts of taxable property 
per. pupil. 

Tax rates to raise revenue 
fotschoolsTper pupil expendituresl 
and-pupilJ/teacner ratios 

An HEW-financed study showed that heavily impacted LEAS 
tended to have lower tax rates to raise revenue for schools 
than lightly impacted LEAS. It also showed that heavily 
impacted LEAS tended to have higher per pupil expenditures 
and lower ratios of pupils to teachers. The study concluded 
that tne effect of impact aid on many LEAS was to allow tnem 
to maintain a better level of education with lower local 
taxes. 

Although some individual States showed associations which 
couldabe considered burdensome (e.g., higher local tax rates 
to raise revenue for schools, lower per 'pupil expenditures, 
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ano higher pupil/teacher ratios in neavily impacted areas), 
analyzing all 1,671 LEAS in the 16 States showed favorable 
associations (e.g., lower local tax rates to raise revenue 
for schools, higher per pupil expenditures, and lower pupil/ 
teacher ratios.) However, the relationships, both at the 
individual State level and overall, were weak. Considering 
the overall trends, our analysis tends to confirm the con- 
clusion of the previous HEW-financed study that impact aid 
allows many LEAS to maintain a better level of education at 
lower local taxes. 

Taxes adjusted for loss of impact aid ---- 

Althcugh our analyses showed that increasing percentages 
of federally connected children are generally associated with 
lower local tax rates to raise revenue for schools, further 
analyses showed that loss of impact aid funds would change 
these relationships considerably. Of the 16 States, we analyzed 
data for ?-- 5 of which had shown a weak to moderately strong 
association with lower taxes and 2 a slight association toward 
higher taxes before adjusting for assumed loss of impact aid 
funds. Our analysis showed that if local taxes for schools 
were adjusted for loss of aid, large numbers of federally con- 
nected children would be associated -<ith higher taxes in six 
of the seven States. Two of these relationships are moderately 
strong. However, most of the 'relationships are not strong and 
one State still shows an association with lower taxes. 

The reversal in correlation values indicates that impact 
aid funds have enabled many heavily impacted Las to keep 
their local taxes for schools down. The fact that highly im- 
pacted LEAS do not show a strong asscciation with high tax 
rates even after aid is withdrawn indicates that many heavily 
impacted LEAS still have lower tax rates to raise revenue for 
schools than lightly impacted LEAS, a fact that is consistent 
with our previous analysis of changes in taxes resulting from 
loss of aid. (See p. 43.) 

COHPARISON‘OF IMPACTED AND NONIMPACTED LEAS 

Comparison of impacted and nonimpacted LEAS within a 
State can show some of the effects of federally connected 
children on LEAS. The results from 14 of the 16 States in 
our case study on impacted and nonimpacted LEAS showed that 
they differed greatly c several important character istics. 
For example, the LEAS receiving impact aid fur!ds were gen- 
erally the largest and most prosperous LEAS within a State, 
On the other hand, to raise the sa!e amount of local revenue 

-- - 
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per child as LEAS not receiving aid, impacted LEAS in most 
States analyzed, on the average, would have to have higher 
property taxes than nonimpacted LEAS if the aid were not 
available. The fact that this was not true in all States 
showed that the presence of federally connecte'; children 
does not necessarily create a heavy tax burden. gven in 
those States where impacted LEAS have high tax rates, many 
individual LEAS that are impacted have lower tax rates 
than nonimpacted LEAS. 

Total property valuation for tax base .---- - 

In all States analyzed, LEAS receiving impact ai had 
larger ADA and taxaDle property of greater volume than those 
not receiving such aid. Two basic reasons for this are that 
(1) most very large LEAS were impacted and (2) most very small 
LEAS were not impacted. 

State -- 

A 

: 

: 

G' 
H 
I 
J 
K 
L 
M 
N 

ADA for LEAS --- - 
,Ln~ni;t~ LEAS 

AiX 
NonimpacteamAs 
xber --- ADA -- 

89 5,170 92 710 
38 5,267 113 3,439 
68 1,780 1,200 
57 1,586 542 
24 4,895 16 3,100 
61 11,407 69 4,320 
23 2,245 780 

212 4,408 863: 1,363 
62 3,980 240 3,664 
62 8,418 537 2,756 

140 698 508 126 
144 11,107 580 2,717 
362 1,246 257 447 
119 7,260 377 3,384 

-_ 

57 

, 



Total Property Vaiuation Per LEA 
Impacted LEAS Nonimpacted LEAS 

State Number Pr ope?ty Number Prooertv --- valuation 
e a 

valuation - 

% 89 $173.5 
I3 38 243.8 
C 68 84.2 
D 57 58.9 
E 24 224.3 
F 61 476.9 
G ^;3 94.9 
H 212 118.5 
I 62 112.0 
J 62 369.9 
K i40 21.3 
L 144 534.9 
M 362 51.1 
N 119 176.1 

(millions) 

92 
113 

1:: 
16 
69 

8:; 
240 
537 
508 
580 
257 
377 

(millions) 

$ 30.1 
182;4 

57.9 
23.3 

119.5 
141.8 

55.3 
47.9 

124.6 
111.7 

9s:: 
26.2 
69.3 

Although the above analyses show that the impacted LEAS 
in the 14 States are larger and more prosperous in total pco- 
perty valuation than other LEAs, further analysis shows that 
in most of the States impacted LEAS tend to have less property 
valuation per pupil than the nonimpacted LEAS. Our analysis 
showed the following regarding property value per pupil. 

Property Valuations Per Pupil (note a) 
Impacted LEAS Nonlmpacted LEAS 

Property value Proper ty value 
State Number pr pupil aumoer per p&l Difference 

A 
8 
C 

ED 
E 
P 
G 
Ei 
I 
J 
K 
L 
x 
N 

38: 
68 
57 -...- 
24 
61 
23 

212 
62 
62 

140 
144 
362 
119 

$33,563 
46,288 
47,300 

- 37,161 
45,830 
41,810 
42,281 
26,891 
28,145 
43,942 
30,498 
48,155 
40,988 
24,261 

92 
113 

1:x 

6': 
37 

865 
240 
537 
508 
580 
257 
377 

$42,398 $-8,835 
53,035 -6,747 
48,234 -934 
43,013 --5,852 
38,551 7s279 
32,815 8,995 
70,840 -28,559 
35,131 -8,240 
34,007 -5,862 
40,521 3,421 
51,642 -21,144 
35,179 12,976 
58.545 -17,557 
20,469 3,792 

c/his analysis is weighted by the size of the LEAS involved. mtal 
property valuations in the State for impacted and nonimpacted LEAS 
were divided by the total number of students in those LEAS. 

I 
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Because impacted LEAS tended to have less property value per 
pupil than nonimpacted LEAS, we also examined tax rates in 
selected States to determine whether the overall prosperity 
of impacted LEAS was adequate to override these per pupil 
differences and result in comparable tax rates. 

Analysis of tax rates -se -we 

The differences in property value per pupil noted above 
are also reflected in the tax rates that impacted LEAS must 
levy to maintain the identical level of local per pupil re- 
venue as nonimpacted LEAS. In five of the seven States in 
which we analyzed data, impacted LEAS, on the average, levy 
a higher tax than nonimpacted LEAS even though they receive 
impact aid funds. 

Tax Per $1,000 of Property Valuation (note a) --P --------- 

Sta‘te 

A 

c" 
D 
E 

G' 

Impacted 
LEAS 

$15.60 

21.32 4.11 
20.95 
11.62 

16.16 7.96 

Nonimpacted 
LEAS -- 

$12.35 

18.61 4.03 
18.10 
13.82 

10.15 9.65 

Difference --- 

$3.25 

2.71 .08 
2.85 

-2.20 

-2.19 6.51 

a/These tax rates are real tax rates, that is, assessment per- 
centage times millage tax rate. These rates should be ap- 
plied to property values at loo-percent valuation to deter- 
mine total taxes. This procedure was necessary because LEAS 
tended to assess property values at different levels so mil- 
lage tax rates were not comparable. 

In the two States where impacted LEAS have lower tax 
rates than nonimpacted LEAS, the impacted LEAS are definitely 
more prosperous than-the-nonimpacted LEAS. Not only do the 
impacted LEAS in these States have larger total property val- 
uations than the nonimpacted LEAS, but they also have a larger 
property valuation per pupil. This is true even though no 
funds are provided through property taxes for some federally 
connected students in these. States. 

In the two States, A and G above, where impacted LEAS 
have considerably larger rates than nonimpacted LEAS, a large 
proportion of the impacted LEAS have very large percentages 
of federally connected children. For example, 11 of 23 
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impacted LEAS in one State and 15 of 89 impacted LEAS in the 
other had more than 25 percent federally connected children 
in their school sys terns. Two additional impacted LEAS in 
the first State and six in the second had more than 20 per- 
cent federally connected children. Our previous analyses 
showed that LEAS having such a proportion of federally con- 
nected children generally would have heavy tax burdens should 
a:.1 impact aid be removed. Even in these States there are 
some impacted LEAS that have lower tax levies for a giver. 
level of per pupil revenue than nonimpacted LEAS of similar 
size. 

SUMMARY OF RESULTS OF ECONOMIC IMPACT -- 

Without impact aid entitlements, 48 percent of the 1,671 
LEAS analyzed would need property tax increases of less than 
5 percent: 18 percent would need tax increases of 5 to 10 per- 
cent: and, at the upper extreme, 15 pe:cent would need tax 
increases of 25 percent or more. Similaily, analyses show 
that, by eliminating 3(b)' aid only, smaller increases in 
property taxes would be required. 

By applying alternative eligibility and payment provii 
sions to the program, total impact aid entitlements could have 
been reduced between $68 million and $351 million, using fiscal 
year 1973 as a basis. 

AGENCY COMMENTS AND OUR EVALUATION 

HEW provided several general comments concerning the mat- 
ters discussed in this chapter. Its comments and our response 
are discussed individually as follows. 

HEW said that it would be most helpful if we would pub- 
lish our technical analysis in addition to the summaries pre- 
sented in this report because it is virtually impossible to - 
make an appraisal of the scientific validity of the work with- 
out seeing more details. For example, HEW said that our re- 
port frequently refersto strong or weak relationships between _ 
two variables but the exact analyses which were carried out 
are never described nor are the quantitative measures of the 
strengths of such relationships ever given. 

In response, on pages 41 through 43 of this report we indi- 
cate the data and methods used for these analyses. This in- 
formation was also contained in the draft report given to HEW 
for comment. If HEW'S comment is directed toward the discus- 
sion of "Federally Connected Children and LEA Prosperity," we 
indicate on page 54 (and this was also in the draft report) 
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that we used correlation analysis to test the relations oe- 
tween increasing percentages of federally connected cnild- 
ren and such school financing indicators as (1) property 
value per pupil, (2) school tax rates, (3) per pupil expendi- 
tures, and (4) ratios of pupils to teachers. We also stated 
on page 56 (as we had in the draft report) that we used 
further correlation analyses in seven States to test the re- 
lationship between increasing percentages of federally con- 
nected children and school taxes adjusted for loss of impact 
aid funding. The quantitative measures and our interpreta- 
tion of these measures are included in appendix II, which is 
referred to in the footnote on page 5;. We believe tnis is 
an adequate presentation of the methods we used. 

HEW said that market value is usually considerably more 
than assessed value for tax purposes, and a $50 increase in 
taxes OP a home with a market value of $40,000 may well re- 
present a significant percentage increase in taxes and in 
tax rates. 

In the draft report given to HEW for comment, we calcu- 
lated percentage changes in taxes as well as dollar changes 
in taxes. On pages 43 through 47 we indicate that our pri-- 
mary emphasis was on percentage changes. We showed dollar 
changes because not all States place the same emphasis on 
local property taxes to finance education. We realize, 
therefore, that large percentage changes are not always 
large dollar changes andSTce=ersa, as indicated on page 47. -- 

HEW said that our report measures economic burden on an 
LIZ+ ay calculating the tax increase that would be needed if 
LEAS did not receive payments under the impact aid program. 
It said that our report should point out that there is by no 
means agreement on how to assess economic burden and that many 
analysts would regard the tax increase measure as an inade- 
quate approach. It said that one of the main problems with us- 
ing increased taxes as a measure of burden is that Federal 
facilities may create economic gains (e.g., increased incomes) 
as well as burdens. 

Again in the draft report given to HEW for comment, we 
recognized that the tax increase measure is not the only mea- 
sure of the economic burden of Federal facilities and, in 
fact, called our measure only an indirect measure. Also, we 
noted that no objective measure of economic burden has ever 
been set forth. (See p. 41.) Previous studies have mentioned 
economic gain created by Federal facilities but have ,.ot found 
clear-cut ways of measuring such gain because it is extremely 
difficult to determine what the level of economic activity 
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would have been without t!e presence of the Federal facility. 
We believe the tax increase measure is a good indirect mea- 
sure of burden because it shows how mclch additional tax LEAS 
would need to maintain their current level of educational ef- 
fort should amounts of impact aid be withdrawn. 

I 
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CHAPTER 5 

gTHER MATTERS 

In addition to reviewing the validity of claims for im- 
pact aid funds, ;he School Assistance in Federally Affected 
Areas payment rates, and the impact of federally connected 
children on local educational areas, we developed information 
on: 

--The effect of one State's plan for equalizing 
educational revenues made available to its LEAS. 

--The effect of a recent amendment to Public Law 
81-874 on payments to LEAS for children whose 
parents work on Federal property located outside 
the LEA’s county or State. 

--How SAFA payment rates compared to local educational 
costs. 

THE EFFECT OF ONE STATE‘S 
EQUALIZATION PLAN 

Before passage of the Education Amendments of 1974 in 
August 1974, funds authorized under section 3 of Public 
Law 81-874 could not be paid to any LEAS in States which 
considered such payments in determining LEA eligibility for, 
or the amount of, State aid. This provision was to prevent 
the use of Federal funds to supplant State funds. The 1974 
amendments changed this provision to permit any State which 
has. an acceptable plan to equalize expenditures for public 
education within the State to consider impact aid payments 
in determining the relative financial resources available 
to LEAS. If the State does not have an equalization plan 
in effect, the consideration of impact aid as local resources 
will reduce or end payments. 

One State we reviewed adopted, in fiscal year 1974, 
a statewide program to equalize the financial resources 
of its LEAS. The program is designed to provide more 
State aid to LEAS with low wealth per pupil-than to LEAS 
with high wealth per pupil. The State defines “wealth” 
as the sum of assessed property value and taxable income. 
Under this prcrgram. the State grants aid to LEAS that 
cannot support their legally authorized budget with funds 
derived from (1) taxing their local wealth, (2) section 
3 of Public Law 81-874, and, (3) certain miscellaneous receipts. 
LEAS prepare their own budgets which can be increased only 
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by a certain percentage from one year to the next and must 
equal at least $600 per pupil. 

For computing State aid, each LEA is required to tax 
its wealth at a specified rate, referred to as the "local 
effort rate." If an LEA's budget per pupil is above the State- 
established norm, its local effort must be above the State 
norm rate in the same propbrtior that its budget per pupil 
exceeds the norm. Thus, if the LEA wishes to spend more 
than the norm budget for education, it must tax its wealth 
proportionately more. Similarly, if on a per pupil basis the 
LEA‘s budget is below the norm budget, its local effort must 
be proportionately below the norm rate. 

The State determines LEA norms using the State's median 
cost of operating LEAS with certain sizes of school enrollments. 
For fiscal year 1974 the State divided its LEAS into three en- 
rollment categories and the budget per pupil for each category 
was : 

E;lrollment 

Under 400 
400 to 1,299 
i,300 and over 

Norm budget 
per pupil 

$936 
936 
728 

The State equalization law mandates a norm tax rate of 
1.5 percent of an LEA’s wealth to meet the budget. Thus, if 
an LEA’s legally authorized budget is greater than its norm 
budget , its local tax rate must exceed 1.5 percent by the same 
percent that the actual budget exceeds the norm budget. S imi- 
larly, if the LEA's budget is less than the norm budget, its 
tax rate must be lower than 1.5 percent by the same percent 
that the authorized budget is lower than the norm budget. The 
State aid for. ula is: 

Legally authorized general fund budget $ xxx 

Deduct ions: 
District wealth times local 

effort rate $ xx 
Miscellaneous revenues 

- - -.._ _ 
dedicated to the LEA xx 

Prior year sect ion 3 receipts xx -- 

State aid to LEA 

64 



To d?monstrate the State equalization proqram’s effect 
on the five LEAS we -reviewed in this State, we compared 
educational revenues available in fiscal year 1973, before 
equalization, with thcst? available in fiscal year 1574, 
after equalization. 

LEA 1 LEA 2 LEA 3 LEA 4 LEA 5 -- 

Fiscal 
year 1973 _, 

General 
fund budget 

Section 3 
receipts 

State aid 
State aid per 

pupil 

Fiscal. 
ye-4 

General 
fund budget 

Section 3 
receipts 
(e3timate) 

State aid 
State aid per 

pupil 

Percent of 
increase in 
State aid 
per pupil 

$34,038,923 $1,500,893 $348,988 $3,8X,301 $3,857,595 

270,293 58,915 17,446 111,452 947,875 
6,473,429 464,288 154,141 1,030,899 1,340,404 

152 284 318 190 241 

$35,687,638 $1,443,138 $379,942 $3,921,333 $3,989,170 

270,293 58,915 17,446 111,452 947,875 
10,450,976 527,757 207,758 1,359,341 2,144,049 

254 33s 435 253 404 

67 18 37 33 68 

Dur inq this period, the State increased its aid an average of 
47 percent from about $105 million, or $221 per pupil, to $154 
mill ion, or $336 per pupil. Al though State aid increased ap- 
preciably, 53 LEAS, or 17 percent of all LEAS in the State, re- 
ceived less State aid because of their relatively high wealth. 
Of the 53 LEAS, 41 that had received aid-in the past received 
no State aid under the equalization law. 

If section 3 receipts had not been considered in the com- 
putations for fiscal year 1974, one of these LEAS would not have 
been required to raise any local funds and its revenues would 
still have exceeded the amount that the State legally permits it 
to budget or spend. 
aid for this LEA was: 

The State-computed fiscal year 1974 State 
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Legally authorized general fund 
budget $3,989,170 

Deductions: 
ijistrict wealth timr.s local 

effort rate $763,219 
Miscellaneous revenues 

dedicated to the LEA 134,027 
Prior year section 3 receipts 947,875 1,845,121 

State aid to LEA $2,144,049 

If the supplant provision of Public Law 91-874 had been 
in effect, the State would not have considrgred the section 
3 receipts in computing State aid, which would have been 
increased to $7,091,924--the amount of Stats aid computed 
above plus thO section 3 receipts. Thus, the increased 
State aid, sec,ion 3 receipts, and miscellaneous revenues 
would have equaled $4,173,826. Because this amount--which 
does not include any locally raised tax revenues--would have 
exceeded the fiscal year 1974 legal budget, the LEA would not 
have been required to use any locally raised tax revenues to 
finance education program. 

If section 3 receipts had not been considered in comput- 
ing the equalization formula, LEAS would have needed taxes 
adjusted to remain within legally authorized budget, 

PAYMENTS TC LEAS BASED ON 
FEDERAL PROPERTY LOCATED 
OUTSIDE THEIR COUNTY OR STATE 

Before passage of the Education Amendments of 1974, pay- 
ments for section 3(b) childen were computed at 50 percent 
of the approved SAPA payment rate. Eowever, these amend- 
ments provide that, beginning with fiscal year 1976, payments 
for section 3(b) children will vary, depending on the type 
and location of the federally connected parent’s employment, 
The various payment ra:es to be applied ;n fiscal year 1976 
are: 

__.~_ _ 
1. Children of uniformed services members--SO 

percent or same as previous rate. 

2, Children of employees who live and work in 
the same county where the LEA is located--45 
percent or 3.0 percent below the previous rate. 

c 
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3. Children of employees who work outside the 
county in which they reside--40 percent 
of the approved SAFA payment rate or 20 per- 
cent below the previous rate. 

4. Children of employees who work in a State 
other than the one in which they reside--no 
payment. 

In fiscal year 1973 the 100 LEAS we reviewed received 
SAFA aid totaling $61.7 million. Following is our estimate 
of the reduction in total payment based on the new rate 
provisions applied to fiscal year 1973 SAFA payments. The 
analysis does not include the effect on the program of 
any other new provisions of the law, such as (1) payments 
for students living in low-rent housing and handicapped 
students and (2) certain "hold harmless" clauses which 
would reduce the effect on LEAS, for the first year of 
implementation, of receiving reduced payments for section 
3(b) children because of the type and location of the fed- 
erally connected parent's employment. 

Total fiscal year 1973 payments $61,726,872 - -_ _ 

Reductions in payments due to: 
Paying 45 percent of payment 

rate for Federal parents 
who live and work in same 
county where LEA is located $1,802,253 

Paying 40 percent of payment 
rate for Federal parents who 
work outside the county in 
which they reside 895,295 

Not funding pupils of Federal 
parents who work outside 
the State in which they 
reside a/4,301,237 $6,998,785 -- 

Resulting payment $54,723,087 

Percent of payment reduction 

a/Of this amount, $3,886,000 came from one LEA. 

f-l-.3--- - 
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The range of reduced payments in some LEAS would have 
been significant as showr below: 

Percent of reduction 
Number of LEA: in payment 

69 under 10 
ia 10 to 15 

9 16 to 25 
2 26 to 50 
2 over 50 

The four LE?.a which would have had more than a 25 per- 
cent reduction iii their payments were located within reason- 
able commuting distances A/ of another State in which there 
was a Feders ? installation enploying people residiny in the 
areas served by the LEAS. In one State three LEAS claimed 
lclrge numbers of 3(b) pupils whose parents were employed 
on a Federal installation within 24 miles of the LEAS but 
in a contiguous State. One of these LEAS, which would have 
had about $95,000, or an 8.8 percent reduction in its pay- 
ment, was within 1 mile of the installation. 

Two other LEAS--located in different States--would 
have had reductions in their payments of about $257,000 
or a0 percent, and $3,886,000, or 30 percent, respectively, 
becartse most of their 3(b) claims were based on pupils 
whose parents lived within the LEA boundary and worked 
on Federal properties located within reasonable commuting 
distances but in another State. 

The intent of the provision for reducing payments 
for children with parents employed on Federal property 
located outside the county or the State in which they 
reside is given in a March 29, 1974, Senate Report No. 
93-763 advocating the reduction. The report states: 

“b category childen who reside 
employed on Federal property 
the school district * l l 

Impact on the school dlstrlct’s tax base, since 
their parent ‘s residence is subject to local 
taxation and the Federal property, since it is----- 
located outside the district, does not detract 
from the district’s tax base. -- 

* * * * * 

lJOE considers Federal properties within 100 miles of an LEA 
boundary to be within reasonable commuting distance. 
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“b category children whose parents were employed --- 
on Federal property located in another State would 
not be entrtled to payments. Their presence in 
a school district makes no Federal impact since 
their parents pay State and local taxes related 
the residence, and no Federal property to which 
such children are relatea- is present within the 
district or the State to affect adversely the 
districts’ tax base.” (Emphasis added.) 

to - 

The overall intent of section 3 of Public Law 81-874 is 
to provide financial assistance to LEAS because of federally 
connected increases in school enrollments without tztreases 
in their tax bases. The impact on an LEA’s tax base of “b” 
children with a pc snt employed on Federal property located 
outside the L2A aI “b” children with a parent employed on 
Federal property 1 ated in another State seems the same 
because the Federal properties in both instances are outside 
the taxing jurisdiction of the local taxing authority while 
the parents’ residences are inside. 

COMPARISON OF SAFA PAYMENT RATES 
TO EDUCATIONAL COSTS 

At 99 of the 100 LEAS, we compared the fiscal year 1973 
SAFA payment rates for each federally connected pupil with 
(1) school year 1971-72 local contribution rates for each non- 
federally connected pupil and (2) total educational costs for 
each pupil for that school year. One LEA was excluded because 
it was not operational until school year 1972-73. We made the 
compariscns using school year 1971-72 revenue and cost data 
because OE uses a-year old data in computing payment rates. 

We computed the local ccntribution rate for nonfederally 
connected children by dividing the LEA’s local revenues by 
its ADA minus (1) the ADA of all childen living with a parent 
both employed and residing on Federal property because LEAS 
are presumed to receive no local revenue for educating these 
children and (2) one-half the ADA of children living with a 
parent e!ther employed or living on Federal property because 

i LEAS are presumed to receive only 50 percent of normal local _ -..-- - 
educational revenues for educating these children. This 
method of adjusting ADA is consistent with the major premise 

i 
underlying section 3 of Public Law 81-874--half .of the real 
property tax required to meet the local Lhare of the cost of 
educating a child is derived from taxation on residential -a 

5 property and half on commercial property. 
1 
$ i 
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Although OE uses local contribution rates for nonfed- 
erally connected children in determining allowable payment 
rates to the LEAS, OE officials said that this measure is not 
appropriate in all cases; that is, when LEAS receive substan- 
tial local revenues even though most of the children enrolled 
in their schools are federally connected. We used locally 
financed cost per nonfederally connected pupil as the basis of 
our comparison because we believe that in most cases it is a 
useful yardstick. 

The percent of educational revenues collected from local 
swrces varied considerably from one State to another and 
some of these variances were due to different State policies 
for financing education. Some of the 17 States used State 
aid to finance a large percentage of local education costs 
while others financed a much smaller percentage. LEAS in 
high-State-aid States tended to have lower local contribution 
rates than LEAS in low-State-aid States. The LEAS in high- 
State-aid States generally claimed SAFA minimum rates because 
their local contribution rates were below the minimum rates. 
Our comparison showed that these LEAS received much more in 
relation to their non-Federal local contribution rates than 
the LEAS in low-State-aid States. 

We also compared t>e LEA SAPA payment rates to total 
educational cost per pupil to nullify as far as possible’the 
influence of State policies on financing education. This en- 
abled us to compare SAFA payment rates received by L&As in one 
State to those received by LEAS in other States. Because the 
SAFA payment rate is intended to compensate LEAS for losses in 
local revenues, we also included, as a point of reference in 
our analysis, OE statistics on statewide LEA average educa- 
tional costs contributed from local sources. 

Although considerable variances existed between SAFA 
payment rates and per pupil educational costs, the law does 
not stipulate that SAFA payment rates must relate directly to 
the recipients’ education costs. Minimum SFEA rates are used 
by LEAS requesting such I rate and are based on State or na- 
t ional average costs. Ctimparable rates are used by LEAS re- 
questing and justifying such mtes and are based on the edu- _“^ 
cation costs of comparable LEAS. (See ch. 3.) 

Our analysis of the 99 LEAS showed that fiscal year 1973 
SAFA payment rates for federally connected pupils varied sub------- 
stantially from actual school year 1971-72 local contribution 
rates per nonfederally connected pupil. The payment rates 
that exceeded the local contribution rates per nonfederally 
connected pupil the most were the minimum rates. Our analysis 
also showed that payment rates in relation to total educational .’ 
costs per pupil varied considerably among the LEAS. 



Comparison of minimum SAFA rates 
to-educational-costs --- --- 

In fiscal year 1973 some LEAS claimed and received pay- 
ments based on minimum SAFA rates which exceeded their local 
contribution rates per nonfederally connected pupil. The 
minimum SAFA rates for federally connected pupils of two LEAS 
exceeded their total education costs per pupil. 

Before 1953 Public Law 91-874 contained no minimum rate 
pr ov is ion. LEA payment rates were based on local contribu- 
tion rates in comparable LEAS. LEAS in States which financed 
a large percent of their educational costs with State funds 
had small local contribution rates and, consequently, re- 
ceived relatively small SAFA payments. Converseiy, LEAS in 
States which financed a smaller percentage of their education 
costs had 1Jrger local contribution rates and, consequently, 
received larger SAFA payments. 

To avoid discriminating against States which financed a 
large percent of educational costs, the Congress amended 
Public Law 81-874 to establish a minimum payment rate. The 
minimum rate is equal to the higher of either one-half the 
national or one-half the State average expenditure per pupil. 
In no case may the minimum rate exceed the State average ex- 
penditure per pupil. * 

Of the 4,581 LEAS which received section 3 payments in 
fiscal year 1973, 2,876, or 63 percent, claimed minimam rate:;. 
Although the minimum rate provision appears to achieve the 
intent for which it was designed, some LEAS used payment 
rates which were much more than their local contribution rates 
per nonfederally connected pupil and, in a few LEAS, more than 
their total per pupil expenditures from all sources. In one 
State, for example, five LEAS used payment rates 2.7 to 7 
times their local contribution rates for nonfederdlly con- 
nected children for school year 1971-72 and from 86 to over 
114 percent of their total educational costs per pupil. 

Of the 99 LEAS we analyzed, 59 in 13 States claimed 
minimum rates in fiscal year 19'13. The following table ShOWS 
the relationship between minimum payment rates fcr federally 
connected pupils and local contribution rates per nonfed- 
eral?y connected pl*pils. 
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Comparison of Fiscal Year 1973 Minimum SAFA 
Payment Rates to School Year 19/l-72 Locai 
Contribution Rates for Non-Federal Pupils ----e- 

LEAS whose minimum SAFA rate was 
1 to 1.99 

Less than times non- 2 to 4 times Over 4 times 
non-Federal Federal local non-Federal non-Federal 
local contri- contribution local contri- local contri- 

State bution rate rate bution rate bution rate - 

A 
B 
C 
il 
E 
F 
G 
H 
I 
J 
K 
L 
N 

.Total.. LEAS.-. 
59 7 = 

2 
6 
1 

2 

2' 

.3" 
3 
6 
3 

- 

24 12 I E 

6 

As shown in the table, SAFA payment rates for federally 
connected pupils in 36 LEAS were more than twice their local 
contribution rates per nonfederally connected pupil. 

The following table shows the relationship between mini- 
mum payment rates and the LEAS' total educational costs per 
pupil. We have included in this table OE'.: data on each 
State's average percentage of educational revenues from local 
sources. Because the SAFA payment rate is intended to compen- 
sate--for-the loss of local revenues, the State-average is a 
reference to measure whether SAFA payment rates, as a percent 
of total per pupil costs, are more or less than the LEAs con- 
tribute to educational revenues from local sources. 
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riscal Year 1973 Minimum SAFA Payment 
Rates as a Percent of School Year 19-72 

Total Educational Costs Per Pupil 

Average 
percent 

of revenues 
from local 

sources 
State (note a) -I_ 

A 67 
B 20 
C 52 
D 48 
E 59 

: 28 35 
0 35 a 
I 22 
J 40 
R 41 
L 68 
N 58 

Total LEAS 59 

LEAS whose minimum SAFA rates were 
Below 60 60 to 69.9 70 to 100 Over 100 

percent percent 

1 1 
5 

2 
5 .3 
1 1 

3 

2 

Eercent percent -- 

1 

3 
1 
5 
5 
1 
1 2 

: 
1 

1 -- - 

10 15 32 2 = = = = 
SjData source was HEW’s Natio:lal Center for Educational Sta- -in 

tistics. 

As shown in the table, 34 of the 59 LEAS used payment 
rates for each federally connected pupil that were mo.re than 
70 percent of their total per pupil educational costs.. Al- 
though not shown in the table, for 53 of the LEAS, the SAFA 
payment rates per federally connected pupil, as a percent of 
total per pupil costs, were more than the States' average per- 
cent of educational revenues for all LEAS from local sources. .- vu- -. 
Comparison of SAFA rates based on 
comparable LEAS to educational co;ts 

We compared the SAFA payment rates of the 40 LEAS which 
used either the group or individually selected comparable LEA 
method of computing payment rates to their local contribution 
rates for nonfederally connected pupils. The following table 
shows that these methods also produced widely varying results 
in relation to the LEAS’ contribution rates for nonfederally 
connected pupils. 

c 
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Comparison of Fiscal Year 1973 SAFA 
Payment Rates Based on Comparable LEAS to 

School Year 1971-72 Local Contribution 
Rates for Non-Federal Pupils 

LEAS whose rates based.on comparable LEAS were 
Less than 70 Between 70 and Between 100 and Over-130 per- 
percent of 99.9 percent of 130 percent of cent of l&al 
local contri- local contr i- local contr i- contribution 

State bution rate bution rate but ion rate rate 

4 
2 2 2 

1 
3 4 2 

1 4 
3 1 
1 
2 1- 

3 22 - 

Total 
LEAS 40 1. 22 12 ‘j 2 - - - - 

SAFA payment rates computed using comparable LEAS ranged 
from 54 percent to over 175 percent of the local contribution 
rates for nonfederally connected pupils. 

The following table compares SAFA payment rates to the 
LEAS’ total educational costs per pupil. We have included 
each State’s average percentage of educational revenues from 
local source as a reference to measure whether SAFA payment 
rates, as a percant of total per pupil costs, were more or 
less tnzn the LEAS contributed to education revenues. ,. 

Fiscal Year 1973 SAPA Payment Rates 
Based on Comparable LEAS 

as a Percent of School Year 1971-72 
Total Educational Costs Per Pupil 

Average percent LEAs whose comparable 
of revenues from payment rates were 

from local Below 60 60 to 69.9 7G 
State smrces-( note a 1 percent percent 

52 
59 32 2 1 

Total LEAS 40 8 9 l? 10 = = c= = 
g/Date source uas ERY's National Center for Educatio : sta- 

tistics. 
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Payment rates ranged from 49 to 99 percent of total 
educational costs per pupil , with 23 of the 40 LEAS using 
rates greater than 70 percent of their total costs per 
pupil. Although not shown in the table, the SAFA payment 
rates per federally connected pupil for 27 of the LEAS, as 
a p&cent of total per pupil costs, were more than the States’ 
average percentage of educational revenues for all LEAS from 
local sources. 
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APPENDIX I APPENDIX I 

FISCAL YEAR 1973 STATISTICS 

ON LEAS REVfEWED 

Enrollment for 
Section Section SAFA 

3(a) . 3(b) funds 
LEA pu&+ils pupils received 

Alabama 

Buntsville City Board of 
Education 

‘~catur City Board of 
Education 

Baldwin County Board 
of Education 

Birmingham Public 
Schools 

Troy City Schools 

35,157 

9,169 

14,443 

57,725 
2,447 

Arizona 

Tucson School District 
No. 1 

hice School District 
No. 2 

Xesa Elementary school 
' District No. 4 

Phoenix Union Eiqh School 
District No. 210 

Flagstaff School District 
No. 1 

Scottsdale Common School 
District No. 48 

Glendale Plementary School 
District No. 4 

Alhambra School District 
No. 68 

Casa Grande Union Bigh 
School District 

43,278 

1,15.5 

18,159 

28,553 

5,524 

19,135 

6,778 

9,341 

1,518 
Winslou Elementary District 

No. 1 1,629 
Pinetop Lakeside Elementary 

School District No. 32 706 

California 

San Diego Unified School 
District 124,952 

Alameda Unified School 
District 11,862 

1,145 10,582 $1,584,393 

960 132,207 

722 98,424 

424 56,597 
54 7,604 

1.161 

1,026 

255 

2 

190 

112 

11 

5 

6,144 1,211,894 

125 397,767 

1,435 286,553 

994 124,792 

206 94,468 

490 63,092 

465 60,254 

352 46,945 

32 44,649 

207 30,927 - 

182 25,920 

5,474 21,220 6,183,550 

2,061 1,788 1,215,174 
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APPENDIX I ZPENDIX I 

. Enrollment for 
Section Section SAFA 

funds 
geceived 
" .- 

LEA 

California 

LOS Angeles Unified 
School District 621,232 

Palm Springs Unified 
School District 6,921 

Maripose County Unified 
School District 1,405 

Escondido Union High School 
District 5,429 

Del Paso Iieights School 
District 1,906 

Jefferson School District 8,867 
Roseville City School 

District 2,038 

Crlorado 

School District Do. 1 91,633 
hi: Academy School District 

No. 2 4,679 
Adam Arapahoe Joint School 

District No. 28 19,615 
Cheyenne Mount School 

District No. 12 2,127 
North Park School District 

R-l 576 

Connecticut 

Town of Groto~ Roard of 
Educat&on 9,268 

Town of Ledlard Board of 
Education 3,975 

Hartford aoard cf Education 29,215 
Bridgeport Board of 

Educaticn 24,451 
hnsonia Board of Education 3,854 .~ -_-. 

Florida 

Okaloosa County Soard of 
Public Instruction 26,928 

District School Board of 
Seminole County 26,752 

- 

3(a) 3(b) 
pupils pupils 

1,069 

58 

237 

5 

14,466 $1,964,485 

796 157,000 

172 130,595 

355 87,607 

267 37,146 
44s 66,103 

303 45,629 

898 

1,781 

305 

8 

5,012 1,621,555 

968 921,293 

5,184 845,349 

263 823879 

194 45,983 

2,942 

1s 

29 -- 

3,716 

1,083. 

1,419 
308 

373 
120 

10,698 

1,347 

1,861,531 

253,015 
77,093 

56,288 
34,814 

2,779,500 

105,734 
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Enrollment for 
Section Section 

LEA 

plotida -- 
Columbia County School 

Board 6,094 
Brevard County Board of 

Instruction 62,165 

Georgia 

Dougherty County Board of 
Education 22,506 

Board of Education Lowndes 
County 

McIntosh County Board of 
Education 

Calhoun City Board of 
Education 

Harris County Board of 
Education 

Kansas 

Unified School District 
No. 26 

Slawnee Mission Unified 
School District No. 12 

Unified School District 
No. 383 

Unified School District 
No. 473 

Oskaloosa Unified School 
District No. 473 

Hassachusetts 

Franinghaa School 
Committee 

City of Peabody School 
Committee . 

Town of Brookline School 
Committee 

Helrose School Committee 
Cambridge School Committee 
North Middlesex Regional 

School District 
Marlborough School 

Committee 

6,689 

2,116 

1,869 

2.714 

5,733 

46,682 

5,653 

1,621 

498 

15,437 

10,423. 

6,053 
6,997 
9.764 

3,454 

6,790 

-3(a) 
pupils 

2,025 

1,252 

388 

1,071 

-- - 

58 

3(b) 
pupils 
_- 

SAFA 
fund? 

recrsiwd --2 

497 8 66,981 

20,689 3,547,647 

2,574 777,341 

598 221,063 

119 14,917 

109 14,478 

87 11,261 

1,545 618,394 

2,271 301,811 

957 135,656 

327 49,719 

43 6,195 

555 

397 

113 
324 
208 

213 

176 

140,872 

91,965 

86,275 
79,615 
75,632 

50,995 

24,779 
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Enrollment for 
Section Section 

LEA 

. _ @sachusettg 

School Committee of the 
City of Chicogee 12,615 

Bourne School Committee 3,480 
School Committee of the 

City of Boston 94,711 

Montana 

Elementary School District 
No. 1 12,672 

Billings Elementary School 
District No. 2 11,388 

1 New Hampshire 

City of Portsmouth 5,961 
Rochester Unified School 

, District No. 54 4,395 
Hampton School District 1,536 

_ Concord Unified School 
District I 5,284 

I Hanover School District 669 

New Mexico 

Albuquerque Hunicipal 
School District No. 12 83,336 

Espanola Municipal School 
'District No. 45 5,973 

Los Lrlnas Hunicipal School 
District No. 1 3,450 

Santa Fe Public School 11,620 
Poiaoque Valley Board of 

Education 1,274 
Taos Municipal School 

District No. 1 3,196 

Oklahoma 

Lawton Independent School 
District No. 8 20,840 

Oklahoma City Independent 
School District No. 89 59,241 

Putnam City Independent 
School District No. 1 20,240 

3:al 
Eupils 

3(b) 
pupils 

SAFA 
funds 

received 

2,231 609 
1,306 381 

6 1,933 

$1,142,737 
1,168,304 

425,613 

1,557 1,695 

457 

805,514 

63,618 

1,671 1,14Q 

40F 
184 

. 161 
- 38 

1,077,950 

64,098 
38,748 

37,411 
11,564 

2,363 12,791 2,625,604 

303 1,062 258,379 

195 613 143,367 
6 921 127,364 

145 478 118,169 

87 la2 56,222 

2,185 8,585 1,929,024 

5,571 705,791 

1,767 239,407 
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Enrollment for 
Sect ion Seition 

LEA 

Oklnnoma -- 
Moore Independent School 

District No. 2 10,980 
Guthrie Independent School 

District No. 1 2,951 
Sterling Independent School 

District No. 1 406 
Chatanooga Independent 

School District No. 132 250 

South Caroliha 

Berkeley County Board of 
Education 18,369 

BcCormick School District 
No. 4 2,258 

Barnwell School District 
No. 45 2,192 

North Public School 
District No. 1 2,479 

Denmark School District 
No. 8 1,691 

Texas 

Fort Worth Independent 
School District 80,466 

Abilene Independent School 
District 18,936 

Austin Independent School 
District 56,139 

San Plarcos Independent 
School District 4,783 

Duncanville Independent 
School District 5,661 

Granbury Independent School 
District 1,363 

Bastrop Independent School 
District l.925 

San Antonio 72,376 

Virginia 

County School Board of 
Fairfax County 129,774 

3(a) 
pupils 

6 

22 

1,447 

8 

1,184 

1,178 

86 

10 

283 
- 

1,970 

3(b) 
pupjls 

SAFA 
funds 

received 

1,714 $ 230,632 

191 25,886 

101 16,363 

32 15,103 

4,236 1,108,714 

181 27,424 

287 40,071 

80 10,822 

57 7,604 

8,442 1,527,428 

2,403 750,630 

3,903 520,495 

483 95,664 

472 68,564 

139 19,012 

110 14,917 
18,766 1,490,377 

51,592 12,934,540 
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Enrollment for 
Section Section SAFA 

3(a) 3(b) funds 
LEA ppils pupils received 

LarLmie County School 
District No. 1 

Natrona County School District No. 1 

14,025 1,062 

13,516 12 
Southwest School District 

No. 9 476 17 
Teton County School 

District No. 1 1,445 117 
School District NO. 4 3,700 - 
Fremont County Vocational 

High School 918 92 
School District Ho. 6 448 -- 91 

2,315,836 46,939 250,628 

2,862 

833 

168 83,621 

171 84,453 
369 79,281 

69 61,849 
23 71,350 

$61,726,872 * 

$ 798,711 

119,065 
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APPENDIX II APPENDIX II 

Statt -- 

All 16 States 

A 

CB 
D 
E 

cp 
B 
;r 
J 
R 
L 
n 

: 
P 

CORRELATIONS OF PERCENT OP IMPACTION 

WITB SELECTED VARIABLES (note aI 

Real prop- Pupil to 
erty value Per pupil teacher Tax 

Jer pupil expenditure ratio rate 

.030 -. 097 -.260 C - 
-.140 -.059 .032 -.292 
-. 270 -.lll .OlO .224 

.043 .289 -.228 -.153 
.329 .003 -.llO -.362 

-.301 .044 -.185 -.511 
-150 .299 .132 .083 
,051 ,644 -.325 -.565 

-.038 .004 -.060 -.287 
0.136 -.082 -.004 -.307 
a.233 ,095 -.091 -.467 
-.139 .086 -.276 -.324 

.267 .391 .247 -.211 
-.0:4 .147 -.109 -.137 
-.147 -.131 .041 -.259 
-.188 -.080 .162 -.335 

.019 -.038 -.032 -.281 

Adjusted for 
loss of 

aid (note b) 

.473 
.477 
.540 

-.231 
,424 
.322 
.540 

a/Correlation analysis is a statistical technique which shows the degree 
to which changes in given variables are associated with one another. 
Positive correlation coefficients indicate direct relationships 
(increases’ associated with increases) while negative coefficients 
indicate inve?ae relationships (increases associated with decreases). 

The closer a coefficient is to 1 or -1, the greater the ortent 
to which the changes in two variables are associated z. .-&. another. 
Values close to zero indicate almost no relationship. For our 
purposes, we classified correlation coefficients as follows: 

.7 or greater t-.7 or less) 

.5 to .699 (-.5 to -.699) -- _- - 
Very strong 
Uoderately strong 
Woderately weak 
Very weak 

-15 to .499 (--25 to -.499) 
Less than .25 (0 to -.249) 

k/Only seven States were used in this pait of our analysis. The 
analysis was concentrate - a those States which showed negative 
correlation with unadjusted tax rates but included two that 
showed positive correlation with the unadjusted rates. 

---_ 
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APPENDIX III 

DEPARTMEKT OF HEALTH, EDUCATION. AND WELFARE 

OFFKE OF THE SECHETARY 

WASWI~GTO~ DC 20201 

Mr. Gregory J. Ahart 
Director, Manpower and 

Welfare Division 
United States General 

Accounting Office 
Washington, D. C. 20548 

Dear Hr. Ahart: 

The Secretary asked that 1 respond to your request for our 
connaents on your draf: reyrt entitled, "Assessment of :$e 
Impact Aid Program”. The enclosed comments represent the 
tentative position of the Department snd are subject to 
reevaluation when the final version of this report is 
received. 

We appreciate the opportunity to commit on this draft 
report before its publication. 

<incerely yours, 
. 

APPENDIX III 

Enclosure 

Secretary, Comptroller------ 

R 
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APPENDIX III AP?ENDIX III 

DEPARTnENT 0; HE;;TH, EDUCATION, AND WELFARE CCMENTS CN A GA:3 DRAFT 
REPORT, "ASS 5% f OF THE Ml%CT AID PROGRAM” 

GENERAL CCHMENTS 

Sane of the General Accounting Office Report recamiiindations can be 
concurred with in full and others partially. Some of the procedures and 
conditions in effect during the c;AO review of P.L. 61-814 in Fiscal ?car 
1973 are no longer the same due ?- the complex changes made by P.L. 93.. 
380 which was approved August 21, 1974. These cha.:ges with few exceptions 
became effective in Fiscal Year 1976. 

Overclaims 

GAO states that the Office of Education ('OE) regulations and instructions 
for determining eligibility need to.be clarified and better enforced to 
prevent Iocal educational agencies (LEAS) from overclaiming and under- 
claiming numbers of federally-connected pupils in their applications. 
Ye believe the instructions are in accord nith the intent of the law. 
Applicants are advised to claim any property and children associated 
with such property they believe may be eligible Federal property. 
Unless a property is claimed by an applicant, there is no way for OE to 
verify the property as eligible or ineligible. To reduce the number of 
LEAS overclaiming potentially federally-connected pupils, a possible 
soluticn is increased manpower in the Regional Offices to service and 
assist applicant school districts. Prior to 1967 when there were about 
45 SAFA Program Officers in the Regional Offices, all applications frm 
LEAS were revimted annually, errors discovered, and corrections made. 
Since that time, because of cutbacks in overall agency staffing by both 
the Abtinistration and the Congress, SAFA staff has been reduced to 24. 
Instead of reviewing all applications, an attempt is made to review the 
records maintained by each applicant at least once every three years. 
In addition, UFA Program Officers are requested to review annually 
claims by new applicants, special section applicants and "border line" 
applicants (those barely meeting eligibility requirements). These 
suggested procedures for reviewing cases cannot be met due to other 
duties imposed upon the SAFA Program Officers. 

(See GAO note, p. 90.) 

are used synonymously. 
l * * the terms "employed o_n" and "working z"--- 

The undsr\tanding of many applicants and 
regional proqtam personnel has been that they should consider a pupil a\ 
eliqible federaliy-connected. if the parent is "worklnq on" or “employed 
on” a Federal property on the date used by the LEA In making its parent- 
pup? 1 urvey . The bdS;T for ddoptlnq the "one count system" is thdt lt 
provides an ddm~nistrative tool in order to determine the number in 
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